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UNITED STATES 
U.S. Changing Trade Policy Toward Asia 


Analysis of ‘Fair Trade’ 
93CM0378A Hong Kong CHING-CHI TAO-PAO 
[ECONOMIC REPORTER] in Chinese No 2321, 
31 May 93 pp 30-32 


{Article by Zhang Jialin: “How Will the United States 
Implement Its Tough Trade Policy Toward the Asia- 
Pacific Region?”’] 


[Text] Recently, the Office of the U.S. Trade Representa- 
tive issued a series of reports and documents, accusing 
some of the trading partners of the United States of 
erecting trade barriers and of engaging in unfair trade. 
Toward the end of April, the office also published the lists 
of countries under section 30! investigation and observa- 
tion, revised the rules implementing that section, and 
claimed that there would be sanctions against the relevant 
couniries. Except Hong Kong, almost all the countries and 
areas of the Asia-Pacific region are on the list. This shows 
that the Clinton administration’s trade policy tends to be 
tougher than its predecessor’s. This development should 
arouse close attention on the part of the Asia-Pacific 


region. 
An aggressive trade policy. 


The important adjustment of U.S. trade policy made by 
President Clinton after coming to power was to change 
“free trade” into “fair trade.” This can be seen from his 
speech delivered at the American University on 26 Feb- 
ruary this year. Although he expressed support for the 
establishment of a liberal, open, international trading 
system, for opening up markets, and for expanding trade, 
he also demanded that other countries open up their 
markets to American goods and services. Otherwise, 
according to him, the U.S. Administration would take 
“corresponding” actions. That is, Clinton puts more 
emphasis on the principles of “equality,” “reciprocity,” 
and “fairness” in relation to trade. According to the public 
opinion of the United States, the so-called “fair trade” is 
just an euphemism for protectionism. According to a NEW 
YORK TIMES commentary, Clinton believes that an 
aggressive trade policy does not conflict with free trade. 
The goal of his policy is to make other countries open the 
doors of their markets. 


How to make other countries open the doors of their 
markets? It seems that Clinton is not relying on multilat- 
eral trade negotiations, but is enforcing U.S. trade laws in 
a coercive way, going so far as to adopt unilateral actions 
to impose sanctions on—and to retaliate against—the 
trading partners engaging in “unfair trading practices.” 
The U.S Commerce Department and the Office of the 
Trade Representative have issued many statements, indi- 
cating that they “will enforce existing trade agreements 
and trade laws in a more strict, forceful manner.” The 
United States has signed many trade agreements with 
foreign countries, and Congress passed the Trade Act of 
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1974, Trade Act of 1984, and Omnibus Trade and Com- 
petitiveness Act of 1988. But the Reagan and Bush admin- 
istrations were “kind-hearted and soft,” and were not 
effective in enforcement. Therefore, it is now necessary to 
strictly enforce the laws and agreements; especially, it is 
necessary to enforce section 301 relating to the protection 
of intellectual property rights and to encouraging foreign 
countries to open up their markets. 


In enforcing the above-mentioned laws, the United States 
places its focus on the Asia-Pacific region. For, according 
to estimates made by the United States, the Western 
industrial countries will only achieve weak economic 
growth this year, and there will be almost no growth in 
U.S. exports to the EC. The Canadian economy may grow 
slightly, but the growth rate will not exceed 2 percent. It 
will be the Asia-Pacific region, especially East Asia, that 
will be the fastest growing region in the world. The 
economic growth rates of the “Four Little Dragons” of 
Asia this year are expected to be higher than last year. And, 
such growth does not come from exports to the West, but 
depends more on Western investment, domestic consump- 
tion, and intraregional trade. The second-tier countries 
such as Malaysia, Indonesia, and China will grow even 
faster. Consequently, the United States deems it necessary 
to reexamine its trade policy toward this region, so as to 
further open up the markets in the region. According to the 
United States, Japan, as the country with the largest trade 
surplus, is the country which has gone the farthest in 
erecting trade barriers. As for China, which has the second 
largest trade surplus with the United States, although a 
market access agreement with the United States was signed 
toward the end of last year, “some serious problems are yet 
to be solved—especially such problems as those of U.S. 
service access to the Chinese market, tariff, and import 
license and quota.” 


Revising the rules implementing the Super 301 provision. 


The Trade Act of 1974, Trade Act of 1984, and Trade Act 
of 1988 all contain section 301—Super 301, stipulating 
that there should be investigation on and retaliation 
against countries infringing U.S. intellectual property 
rights and discriminating against ceratin U.S. goods. 
Under this section, the U.S. Trade Representative will 
publish a “short list of countries” in spring each year. The 
so-called “short-listed countries” would be “those coun- 
tries which have adopted the most obstructive, extreme 
actions, policies, and practices, resulting in the relevant 
U.S. goods suffering large losses, while failing to conduct— 
with sincerity—bilateral or multilateral negotiations on 
providing effective protection of intellectual property 
rights, and to achieve progress.” The Office of the Trade 
Representative should launch an investigation—lasting no 
more than six months—on the “short-listed countries” 
within 30 days, so as to determine whether to take retal- 
iatory measures, including imposing 100 percent duties on 
the goods from the countries concerned. In addition, 
according to this section, those countries against which no 
immediate actions are necessary can be put under “‘obser- 
vation,” and thus a “short list of countries under observa- 
tion” and a “general list of countries under observation” 
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are formulated. Those on the former list must correct the 
problems before the set deadlines, and those on the latter 
list must take measures sooner or later to eliminate the 
practices undermining U.S. intellectual property rights 
and obstructing U.S. access to markets; only after accom- 
plishing those things, would their names be removed from 
the lists. 


In the first two years of the Bush administration, no “short 
list of countries” was published, and only lists of countries 
under observation were published. With regard to the issue 
of infringement of intellectual property rights, the Bush 
administration tried to resolve the issue through bilateral 
and multilateral (e.g, GATT) nzgotiations, thereby 
avoiding imposing harsh sancticas and exacerbating the 
conflicts with the trading pastners. In 1991, the Bush 
administration began to pub/ish the “short list” of coun- 
tries under Super 301 observation and launched investiga- 
tions on the countries on the list (in that year China, India, 
and Thailand were put on the list); meanwhile, it also 
published a “short list of countries,” but still resorted to 
negotiations (sometimes lasting many years) in its effort to 
resolve the differences. 


After Clinton came to power, U.S. Trade Representative 
Kantor criticized the previous administration many times 
for not strictly enforcing section 301 and for observing and 
investigating some countries too long without taking any 
action, resulting in a failure to put an end to the infringe- 
ment of intellectual property rights. Thus, the Clinton 
administration has revised the rules implementing the 
section, dividing those on the “short list of countries under 
observation” into two categories: In one category are 
countries on which there should be “immediate plans of 
action”; in such cases, observation has to be completed 
within three months, and then whether to impose sanc- 
t.ons will be decided. In the other category are countries 
under “examination of indefinite duration,” which will 
result in the setting of deadlines and in the imposition of 
targets to be reached, so that future evaluations can be 
carried out. According to Kantor, in the past, in spring 
each year when the United States was preparing to publish 
the list of countries under Super 301 observation, some 
foreign countries would adopt temporary measures to 
improve to some extent the protection of intellectual 
property rights, in order to prevent U.S. investigation. 
Now, the United States would not let such phenomenon 
happen again. The purpose of adopting the new rules is to 
be able to make “forceful, swift response” to those coun- 
tries which do not comply with agreements and U.S. laws. 


The Asia-Pacific region will bear the brunt. 


In trying to be forceful in enforcing the Super 301 provi- 
sion, the United States is first of all targeting the Asia- 
Pacific region, especially East Asian countries and areas. 
Of the three countries on the “short list” pubsished by the 
Office of the U.S. Trade Representative on April 30 this 
year, two were Asia countries, that is, India and Thailand 
(the third country was Brazil). Since 1991, India and 
Thailand have been “short-listed” for three consecutive 
years. This is so mainly because the United States believes 
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that the two countries have not provided efiective protec- 
tion for U.S. patents, copyrights, and trademarks. Thus, In 
1992 the United States terminated the Generalized System 
of Preferences [GSP] treatment to US$880 million worth 
of India’s exports. Thailand already lost the GSP treat- 
ment in 1989. The United States criticized India’s parlia- 
ment for having so far failed to pass the copyright law, and 
contended that the existing patent law and trademark law 
were flawed in many ways and had to be revised. Thailand 
was asked to revise or formulate laws on protecting intel- 
lectual property rights in a comprehensive way. 


Among those on this year’s “short list of countries under 
observation,” Taiwan was made a target of “immediate 
plans of action,” because it had failed to satisfy the United 
States in regard to protecting intellectual property rights 
and market access. The United States demanded that 
Taiwan establish a regular cable television system through 
adopting legislation, prevent the pirating of U.S. television 
programs, prohibit the pirating of U.S. video tape record- 
ings, and allow U.S. video and audio products to enter 
Taiwan. In addition, Taiwan's trademark law would also 
needs improvement. The United States demanded that 
Taiwan correct those infringement problems before July 
31 this year; otherwise, appropriate actions would be 
taken. Of those on the “short list of countries under 
observation,” the ROK was made a target of “examination 
of indefinite duration,” because it had not been effective in 
enforcing its trademark law and copyright law, and 
because in the ROK there had been illegal copying of U.S. 
computer software, compact discs, audio and video tape 
recordings and counterfeiting of U.S. trademarks (shoes 
and cosmetics). The United States demanded that the 
ROK revise and prefect its copyright law and laws or 
protecting computer software and semiconductor patents. 


Among the countries of the Asia-Pacific region on this 
year’s “general list of countries under observation” are 
such countries as China, Japan, the Philippines, and Paki- 
stan. In this regard, because of infringement of rights 
involving trademarks and copyrights, Pakistan—which is 
on the “general list of countries under observation” —is a 
target of “examination of indefinite duration.” Those 
countries are on the “general list of countries under 
observation” because “their practices regarding the pro- 
tection cf intellectual property rights and the market 
access of U.S. audio and video products should arouse 
special attention on the part of the United States.” 


Although this year Japan is only put on the “general list of 
countries under observation,” the Office of the U.S. Trade 
Representative has announced that Japan is a target of 
investigation under Chapter 7 of the Trade Act of 1988. 
That chapter provides for investigation on countries where 
the government procurement policy discriminates against 
U.S. firms. The United States has always believed that 
Japan is excluding U.S. firms in the area of construction 
and engineering. Before 1988, Japanese construction firms 
could take part in the public and private construction 
projects in the United States, but U.S. firms could not 
enter the Japanese construction market. Toward the end of 
1990, Japan partially opened its construction market, but 
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the United States was still not satisfied. Thus, in 1991 the 
United States announced the launching of investigation on 
Japan. Despite several years of negotiations, the two sides 
had failed to reach agreement. This time, the United States 
decided to begin consultation which we< *> last 30 days, in 


order to resolve the differences. 
At the same time, in its report, the Of U.S. Trade 
Representative also expressed “concer che govern- 


ment procurement policies of Chin. ud Australia. 
According to the report, the Chinese Government procure- 
ment policy “is for the most part nontransparent, and the 
procurement process is not open to foreign businesses.” 
But it also noted that China had indicated its intention to 
increase the transparency of the foreign trade system and 
to publish the relevant foreign trade laws and regulations. 
The United Stated demanded that China complete those 
reforms before the fall of 1993. 


It is mecessary to pay great attention to the issue of 
intellectual property rights. 


The tough trade policy followed by the Clinton adminis- 
tration is in line with, and a product of, the Clinton 
administration’s domestic economic policy. After coming 
to power, Clinton made reinvigorating the economy the 
first-priority task. Trade Representative Kantor has 
claimed that the era when the needs of foreign and defense 
policies \vere put above economic and trade interests is 
already gone. The U.S. economy has now entered the stage 
of upturn, but the growth is still slow, while there is no 
improvement in the unemployment situation. What 
Clinton is concerned about is first of all how to increase 
employment. He and his team of economic advisors intend 
to provide support for some high-tech industries so as to 
enhance competitiveness and increase exports, thereby 
reducing trade deficit. And, when the share of knowledge- 
intensive and technology-intensive products in exports is 
getting ever larger, the issue of intellectual property rights 
is becoming ever more important, and conflicts with 
foreign countries on this issue will also be on the rise. 
However, if the United States wants to increase exports 
and reduce its trade deficit, it will not be enough to just ask 
foreign countries to protect intellectual property rights. 
The key lies in reducing the budget deficit of the United 
States and in improving production efficiency and inter- 
national competitiveness. 


As far as the Asian-Pacific developing countries are con- 
cerned, the issue of protecting intellectual property rights 
should arouse their great attention. In general, the protec- 
tion of intellectual property rights is closely related to the 
level of economic development. The economically devel- 
oped countries give greater emphasis to protecting intel- 
lectual property rights, and their legal systems are also 
more fully developed. Almost all the countries which have 
been on the Super 301 short list and the list of countries 
under observation—lists published by the United Staies— 
have been developing countries. Especially, most have 
been Asian developing countries (this year some developed 
countries also became targets of observation, but mainly in 
relation to the issue of market access). Therefore, the 
situation regarding the protection of intellectual property 
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rights reflects a country’s cultural level and degree of 
respect for the legal system; meanwhile, protecting intel- 
lectua! property rights can also promote the relevant 
country’s scientific and technological development and 


industrial upgrading. 


The 1979 trade agreement between China and the United 
States already provides of protection of copyrights, pat- 
ents, and trademarks of both parties. The United States 
believes that China’s system of laws on protecting intellec- 
tual property rights is underdeveloped, and that the pro- 
tection measures are inadequate. It put China on the 
“general list of countries under observation” in 1989, and 
then, in 1991, announced that China was on the “short list 
of countries under observation,” resulting in tension in the 
relations between the two countries for a time. After 
bilateral negotiations and with China’s efforts, in 1992 and 
1993 China went back to the “general list of countries 
under observation.” The two sides have greatly reduced 
their differences on the issue of intellectual property rights. 
But, in view of the U.S. Administration's intention to 
more forcefully enforce the Super 301 provision, China 
should not be complacent. China now has its copyright 
law, patent law, and trademark law, but still needs to 
frequently examine the enforcement situation, so as to 


prevent new disputes. 


Impact of Clinton’s Trade Policy 
93CM0378B Hong Kong CHING-CHI TAO-PAO 
[ECONOMIC REPORTER] in Chinese No 2320, 
24 May 93 pp 32-34 


[Article by Cao Yunhua: “Clinton's Foreign Trade Policy 
Is Not Good for Asia”’] 


[Excerpts] The foreign trade policy that Clinton has been 
following since coming to power will have profound impact 
not only on the U.S. economy and trade, but also on the 
economic and trade development of the world. As has been 
revealed so far, the so-called ‘fair trade”’ foreign trade policy 
proposed by Clinton shows obvious protectionist tendencies, 
or is based on using protectionism to fight other countries’ 
protectionism. The new administration has, first of all, 
targeted Europe, and is likely to target Asia in the days to 
come. This article will analyze the essence and background 
of Clinton's foreign trade policy and what impact this policy 
will have on the Asian countries. [passage omitted] 


The essence and background of the policy. 


The core of Clinton's foreign trade policy can be summa- 
rized in one phrase which Clinton has often used since 
coming to power, that is, “fair trade.” In his speech 
delivered on 26 February, Clinton amplified the “fair 
trade” policy, emphasizing such things as fairness, reci- 
procity, and equal opportunity. According to him, in order 
to have truly “fair trade,” the United States must adhere to 
the following three principles: 1) Neither the United States 
nor its trading partners “should seek gains without costs,” 
that is, that while foreign goods and services are welcome 
to enter the U.S. market, U.S. goods and services should 
also be allowed to enter the markets of the relevant 
countries under the same conditions. 2) Foreign countries 








4 INTERNATIONAL 


are welcome to invest in U.S. enterprises, but, at the same 
time, the United States also firmly demands that its 
investors be welcome to other countries in the same way. 
3) Foreign firms are welcome to set up subsidiaries in the 
United States, but they are also required to pay the same 
income taxes as U.S. firms do. 


The essence of the idea of the so-called “fair trade” is to 
have more government intervention in U.S. foreign trade. 
countering trade barriers with trade barriers and coun- 
tering other countries’ protectionism with protectionist 
measures. The series of actions that the Clinton adminis- 
tration has taken recently have testified to that point. The 
following are several examples: 


On 27 January this year, only a week after Clinton came to 
the White House, the U.S. Commerce Department 
announced the imposition—beginning on that day—of 
punitive duties on imported steel products from 19 coun- 
tries, including Japan and European countries, so as to 
limit the disruption of the U.S. steel market caused by the 
cheap steel products from those countries. 


On | February this year, the Clinton administration for- 
mally requested that the EC revise a law on government 
procurement which went into effect in January this year, 
otherwise, starting from March this year, U.S. Govern- 
ment agencies—in regard to their public purchase con- 
ype be prohibited from accepting bids from any 
EC firms. 


On 27 February this year, the Clinton administration 
criticized the EC for using large zmounts of government 
subsidies to support its aircraft industry in an effort to 
fight with the United States for market through “unfair 
competition.” He said that the United States would take 
necessary measures to force the EC to give up its govern- 
ment subsidy policy. 


Recently, the Clinton administration proposed the “Buy 
America Bill,” and threatened the EC in almost ultima- 
tum-like language; if the EC should fail to let more U.S. 
firms enter Europe, European enterprises would be 
expelled from the United States. 


With regard to trade in agricultural products, the Clinton 
administration maintains a position which is much 
tougher than the Bush administration’s position, and has 
repeatedly accused the EC of providing favorable condi- 
tions for exporting agricultural products and of providing 
exporters with government subsidies. 


In recent months, the trade relations between the United 
States and Japan have also been very tense. According to 
some U.S. experts on Japan, as the practices of Japanese 
enterprises have effectively excluded foreigners from the 
Japanese market, it is not possible for the United States to 
have free trade with Japan. Thus, the Clinton administra- 
tion is likely to exert really strong pressure on Japan. 


Against what background did Clinton adopt his foreign 
trade policy? 


First, Clinton believed that such policy was necessary in 
order to reinvigorate the U.S. economy. After coming to 
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power, Clinton vowed to reinvigorate the U.S. economy 
and to make sure that the United States would maintain 
the status of a superpower. The United States is + large 
trading power, and foreign trade plays an important role in 
the U.S. economy. For iastance, in 1991, U.S. exports of 
goods and services totalled US$580 billion, equalling 
approximately 12 percent of the gross domestic product of 
the United States as a whole for that year. On average, 20 
percent of the pr. ‘is of U.S. enterprises comes from 
exports. One in every six new manufacturing jobs is 
created by exporis. Despite the fact that during the cam- 
paign Clinton had expressed the intention to be a Presi- 
dent focusing on U.S. domestic affairs, he discovered after 
coming to power that how to tackle foreign trade was an 
urgent issue facing him, because of the importance of 
foreign trade to the U.S. economy. 


Second, the policy was needed in order to implement his 
overall fcreign policy. Foreign trade policy of a country is 
an important component of that country’s overall foreign 
policy. Clinton’s foreign policy is based on three pillars, 
that is, economic growth, military power, and support for 
democracy. Secretary of State Christopher elaborated on 
the three pillars in the following way: “A vibrani economic 
pillar will increase the United States’ ability to engage in 
foreign affairs; at the same time, we shall ensure that there 
will be a strong military force.” “Meanwhile, through 
helping other countries build democracy on the nuns of 
dictatorship, we can eliminate old threats and prevent new 
threats, so as to create new markets for U.S. trade and 
investment.” 


Third, the policy was needed in order to deal with growing 
trade protectionism. According to the Clinton administra- 
tion, growing trade protectionism and unfair competition 
had made the U.S. economy and the American people 
suffer great losses, resulting in huge U.S. trade deficits, in 
large decrease in employment opportunities, in many 
Americans losing their jobs, and in the persistent slugg'sh- 
ness of the U.S. economy. Consequently, Clinton vowed to 
pursue a new trade policy in order to protect American 
citizens from being harmed by unfair trade. It is thus not 
surprising that Clinton attaches more importance to for- 
eign trade, regarding it as bearing on the national security 
of the United States. 


Impact on Asia 


Asia is the most important trading partner of the United 
States. In 1991, U.S. bilateral trade with the Asian region 
totalled US$319.4 billion (including Japan; the same 
below), accounting for 34.3 percent of the total value of 
trade of the United States. On the other hand, in the same 
year, U.S. bilateral trade with the 17 West European 
countries totalled US$219.8 billion, accounting for 23.6 
percent of the total value of trade of the United States. In 
other words, the value of U.S. trade with Asia was 45 
percent larger than the value of U.S. trade with West 
Europe; and the former value was nearly US$100 billion 
larger than the latter value. However, Asia is also the main 
source of the huge U.S. trade deficit. In recent years, U.S. 
trade deficit has decreased continuously, but still 
amounted to US$87.5 billion in 1991 (as much as 
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US$171.2 billion in 1987). In this respect, the United 
States has maintained trade surpluses with the 17 West 
European countries, Australia, and New Zealand, with an 
overall surplus totalling US$15.2 billion. But, the United 
States has a trade deficit with the Asian countries 
amounting to as much as US$87.8 billion. The United 
States has maintained trade deficits with almost all the 
major Asian countries and areas. Its trade deficit with 
Japan amounted to US$46.9 billion, accounting for 53.4 
percent of the U.S. trade deficit with Asia; its trade deficit 
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with China amounted to US$14 billion, accounting for 16 
percent of the U.S. trade deficit with Asia; and it had trade 
deficits with all such countries and areas as Taiwan, Hong 
Kong, the ASEAN countries, the ROK, and India (see the 
table below). 


The table below shows that some large Asian countries, the 
ASEAN countries, and the newly industrializing econo- 
mies are the main trading partners with which the United 
States ha~< huge trade deficits. Those Asian countries will 
doubtless bear the brunt of Clinton’s ‘fair trade” policy. 





U.S. Trade With Major Asian Countries and Areas (in hundreds of millions of U.S. dollars; 1987-1991) 















































1987 1988 1989 1990 1991 
Import | Expert; Bal- Import | Export; Bal | Import| Export; Bal- Import; Export, Bal- Import | Export; Bal- 
ance ance ance ance ance 

Japan 881 283 -598 931 376 -555 971 446 -§25 931 486 -445 950 482 -468 
China 69 35 -34 93 50 -43 129 58 -71 163 48 -115 203 63 -140 
Hong 105 4 65 108 57 -51 102 63 -39 100 68 -32 97 8! 16 
Kong 
India 27 15 -12 32 25 7 % 25 11 34 25 9 34 20 14 
Indo- 37 8 -29 35 11 24 39 13 -26 37 1° 18 % 19 17 
nesia 
ROK 180 8! -99 212 113 -89 205 135 70 193 |44 -49 177 155 22 
Maiay- 31 19 -22 39 21 18 49 29 -20 55 34 21 64 39 25 
sia 
Phil- 25 16 -9 29 19 10 33 22 -I1 36 25 1! 7 23 14 
ippines| 
Sin- 64 41 23 82 $7 25 92 74 18 101 80 21 102 88 14 
g2pore 
Thai- 24 15 -9 34 19 15 46 23 23 56 30 26 65 38 27 
land 
Tai 264 74 -190 262 120 -142 256 113 ~143 239 115 -123 242 132 -110 


















































All signs indicate that while hitting Europe with the “fair 
trade” policy, the Clinton administration is also planning 
to hit Asia. According to U.S. newspaper reports, the U.S. 
Administration has already been using more stringent 
measures to handle the imports and exports passing Cus- 
toms at Los Angeles, the main port used in US. trade with 
Asia. With regard to exports, in the past the focus of 
inspection was on illegally transferred arms, controlled 
chemical products, and high-tech products; recently the 
illegal transfer of cash has also been made a target of 
focused inspection. With regard to imports, the United 
States has begun considering Japan and China to be major 
targets of tariff-evasion inspections. The Los Angeles cus- 
toms office will also conduct aggressive inspections so as to 
ferret out and seize products involving infringment of 
intellectual property rights and products which will 
adversely affect the health of the public, and will be more 
watchful in conducting random inspections. 


This is not the first time that Asian countries have expe- 
rienced the disruptive impact of U.S. protectionism; they 
have already tasted U.S. protectionism. For instance, as 
early as in 1988 the United States terminated the GSP 
treatment granted to the “Four Little Dragons” of Asia; 


since the late 1980s, the U.S. Administration nas been 
continually creating many obstacles to trade between 
China and the United States. In the 1992 Trade White 
Paper of Japan issued last year, Japan also expressed the 
view that the since the 1970's the United States had been 
employing many protectionism measures to deal with 
some products made in Japan. 


The response of the Asian countries. 


In view of the U.S. trade protectionism which has been on 
the ascendence in recent years, many Asian countries have 
adopted policies such as those of market diversification 
and increasing intraregional trade, so as to reduce the 
dependence on the U.S. market. The “Four Little Drag- 
ons” of Asia have made significant progress in this respect. 
According to statistics, with regard to the “Four Little 
Dragons,” in 1986 exports to the United States accounted 
for 41 percent of Taiwan's total exports; 33 percent of the 
ROK’s total exports; 16 percent of Hong Kong’s total 
exports; and 20 percent of Singapore's total exports. In 
1991, the respective figures became smaller: 30 percent of 
Taiwan's total exports; 25 percent of the ROK’s total 
exports; 9.5 percent of Hong Kong’s total exports; and 17 








percent of Singapore’s total exports. Other major Asian 
countries are moving in the same direction as the “Four 
Little Dragons.” For instance, the rate of dependence of 
India’s exports on the U.S. market was 19.5 percent in 
1986, but fell to 15.3 percent in 1991. Indonesia’s rate fell 
from 19 percent to 12 percent; and Japan’s rate fell from 
38.9 percent to 29.3 percent. 


However, there are also some Asian countries which have 
increased their exports’ dependence on the U.S. market in 
recent years. For example, the rate of dependence of 
China’s exports on the U.S. market was 8.4 percent in 
1986, but increased to 8.6 percent in 1991; Thailand’s rate 
increased from 18.1 percent to 21.8 percent; Malaysia’s 
rate increased from 16.4 percent to 16.8 percent; and the 
Philippines’ rate increased from 35.6 percent to 35.7 
percent. 


In view of those trends, we can come to the fo'owing 
conclusion: that the countries (or areas) in the t -mer 
category will be less likely to suffer from disruptive effects 
of Clinton’s “fair trade” policy, because they are gradually 
reducing their dependence on the U.S. market, and that 
the countries in the latter category are more likely to suffer 
from the disruptive effects of Clinton’s “fair trade” policy, 
because they are continuously increasing their dependence 
on the U.S. market. 


The statements recently made by some officials of the 
Clinton administration and views recently expressed in 
U.S. newspapers and periodicals indicate that Japan and 
China will be the two major Asian countries against which 
the United states will take further protectionist actions. 
The trade relations between the United States and Japan 
are already very tense; and the trade relations between 
China and the United States are now also facing many 
hurdles. Both China and Japan are large Asian powers, and 
thus the deterioration of trade relations between the 
United States and those two countries will inevitably have 
harmful effects on other Asian countries (or areas). Take 
the example of China. Currently, the “Four Little Drag- 
ons” of Asia, Japan, and the ASEAN countries are all 
investing huge amounts of capital in the construction of 
factories in China. However, the products of those facto- 
ries will not stay in the mainland market, but will be 
exported, in large quantities, to the United States and 
other countries. If the United States terminates China’s 
most-favored-nation treatment or adopts other tough mea- 
sures, there will not only be harmful effects on China itself, 
but also be serious harmful effects on the United States’ 
other trading partners in Asia. Therefore, when wielding 
the knife of protectionism, the United States has to bear in 
mind that while hurting its adversary, it will also hurt itself 
and its friends. 


On the other hand, Asia is no longer the Asia of yesterday. 
Asia has become a new center of economic growth in the 
world. Especially, the East Asian region has shown unprec- 
edented economic vitality. In recent years, the focus of 
U.S. foreign trade and the U.S. economic relations has also 
begun to be shifted toward the Asian region. In addition, 
the economic strengths of the Asian countries are contin- 
uously growing, and the Asian countries have huge market 
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potentials. Thus, the United States would not dare to take 
bold actions lightly. In the near term, the Clinton admin- 
istration is likely to adopt some measures to deal 
with China and Japan, but is unlikely to go very far. From 
a long-term perspective, the prospects for U.S. trade with 
Asia are still promising. Maintaining good trade relations 
between the United States and Asia is not only necessary to 
the developing region of Asia, but also in accord with U.S. 
interest. 


NORTHEAST ASIA 


Analysis of DPRK Situation 


93CM0323A Shanghai GUOJI ZHAN'¥/NG [WORLD 
OUTLOOK] in Chinese No 223, 8 Apr 93 pp 9-11 


[Article by Tian Zhongging: “Change in the Overall Situ- 
ation on the Korean Peninsula”] 


[Text] A series of recent events have again moved the 
Korean Peninsula, which had been such as hotspot during 
the cold war, again into the limelight. In its resolution of 25 
February of this year, the board of directors of the Inter- 
national Atomic Energy Commission {IAEC] demanded of 
North Korea that it agree to a special inspection by the said 
commission before the end of March, while at the same 
time the United States and South Korea had completed 
preparations for a joint “Spirit of Cooperation” military 
exercise. North Korea reacted vehemently against these 
events. Jin Zhengri commander in chief of the North 
Korean People’s Army, issued an order declaring a state of 
war preparedness for the entire country, the entire people, 
and the entire Armed Forces, to guard against any preme- 
ptive attack by the United States and South Korea against 
North Korea at the time of their “Spirit of Cooperation” 
military exercises. Four days later, the North Korean 
Government declared its withdrawal from the Nuclear 
Proliferation Treaty. This move came as a great shock to 
South Korea and also to such other countries as the United 
States and Japan, who were then eagerly contemplating 
what contermeasures to take, giving consideration to 
imposing certain sanctions against North Korea or even 
military measures. The relaxed atmosphere in the political 
and military situation that had gradually developed during 
the last two, three years had thus again changed into an 
extremely alarming overall situation. 


Dramatic Reversal of the Trend Toward Relaxation 


Starting in the latter years of the 1980's, following the end 
of the cold war between East and West, the overall situa- 
tion on the Korean Pensular became relaxed, and in order 
to put an end to the North-South confrontation, negotia- 
tions, meetings, and interchanges were instituted at dif- 
ferent levels to achieve reunification of the motherland. 
After both the North and the South joined the United 
Nations in September of 1991, a furter rapid rap- 
prochment was achieved between the two sides. In 
December of the same year, the prime ministers of North 
and South Korea signed the “Agreement for the Peaceful 
Solution of Conflicts, Mutual Nonaggression, and for 
Cooperation and Interchanges” and the “Joint Declaration 
Against Nuclearization of the Korean Peninsula.” World 
opinion regarded the signing of these two documents as an 
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“event of monumental significance” for the overall situa- 
tion on the Korean Peninsula. 

Political relaxation on the Korean Peninsula was continu- 
ously progressing until September 1992. During this 
period of somewiiat over six months, the prime ministers 
of North and South Korea held three conferences, and 
reached an understanding regarding the organization of a 
joint military committee, a joint committee for coopera- 
tion and interchanges, and a Panmunjom liaison office. 
They signed supplemental agreements to the North-South 
agreements on the three subjects of peaceful resolution of 
conflicts, mutual nonaggression, and cooperation and 
interchanges. They also signed an agreement for the setting 
up # joint committee for the peaceful resolution of 
con 


Following improvement of the political atmosphere, initial 
steps were taken for economic between North 
and South. In 1991, South Korea exchanged rice for North 
Korean coal, which was the de facto start of direct trade. 
During the two years of 1991 and 1992, the total value of 
mutual trade was somewhat above $350 million. In the last 
few years, economic cooperation within the Northeast 
Asia region was actively concerned with plans for the 
development of the Tuman River, and both North and 
South Korea displayed great enthusiasm for the develop- 
ment and utilization of the lower reaches of the Tumen 
River within the boundaries of North Korea. This issue 
was discussed on several occasions at meetings of eco- 
nomic personnel from both sides. Jin Yuzhong, chairman 
of the board of one of South Korea's largest financial 
groups, the Dayu Group, visited Pyongyang and discussed 
with North Korea the establishment of an export pro- 
cessing zone in the Nanpu District. An even more spectac- 
ular event was the visit to Seoul of North Korea's deputy 
prime minister in charge of economic affairs Jin Daxuan at 
the invitation of South Korea’s deputy prime minister Cai 
Yukuei for the discussion of economic cooperation. 
During the first half of 1992, a South Korean official in 
charge of economic affairs had optimistically expressed the 
hope that this year and in the following years North Korea 
will become the primary trade and investment counterpart 
for South Korea. 


However, after October last year, the overall political 
situation on the Korean Peninsula deteriorated rapidly. 
South Korea and the United States declared that because 
North Korea is not willing to give up efforts to develop 
nuclear weapons, South Korea and the United States will 
stop executing the second phase of the planned withdrawal 
of U.S. troops from South Korea. At the same time, South 
Korea and the United States decided to renew again the 
“Spirit of Cooperation” military exercises, participated in 
by both South Korean and U.S. forces. These joint military 
exercises, named “Spirit of Cooperation,” had been 
started in 1976 and had been held every year since, with 
the exception of 1992. The exercises had involved large 
contingents of military aircraft and naval vessels, and in a 
record year as many as 200,000 military personnel. North 
Korea had detested these “Spirit of Cooperation” exercises 
as something utterly hateful and had considered them as 
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military provocation and blackmail. In 1992, the “Spirit of 
Cooperation” exercises were, for the first time, not held, 
but South Korea and the United States decided to resume 
then ‘his year, which evoked North Korea’s vehement 
indign... “= and protest. The ninth meeting of North and 
South Kon i prime ministers, originally scheduled to be 
held in Seov/ on 21 December last year, was therefore 
cancelled, and the overall situation on the Korean Penin- 
sula thus again reverted to the dangerous state of “inability 
to achieve a final settlement because of a continuing 
mental confusion.” 


Quarrel Over Inspection of Nuclear Activities 


Even though the first two years of the 1990’s saw quite 
some relaxation in what used to be a state of confrontation 
on the Korean Pensinsula, new dark and heavy clouds 
gathered over the Korean Peninsula due to accusations 
that North Korea was developing nuclear weapons, and 
due to the demand for a strict inspection of North Korean 
nuclear activities. As early as in 1990, some U.S. newspa- 
pers reproduced data and photos from the U.S Depart- 
ment of Defense and the U.S. Central Intelligence Agency, 
showing that North Korea had already acquired capability 
for the development of nuclear weapons. Some newspapers 
in the United States, in Japan, and in South Korea printed 
photographs of North Korean nuclear reactors and nuclear 
plants, photos that were said to have been taken by U.S. 
military satellites. Most of the exposures were from a 
nuclear research establishment at Ninghian Chun in 
Pingan Beidao, only 80 km from Pyongyang. In November 
of 1991, the head of the U.S. Central Intelligence Agency, 
Robert Gates, took it upon himself to declare that North 
Korea “will manufacture an atomic bomb within six 
months.” The Korean Democratic People’s Republic 
issued a categoric denial of the report and accusations by 
the United States, Japan, and South Korea. Chairman Kim 
Iisong clearly stated that North Korea has no intentions of 
manufacturing nuclear weapons, and that it also did not 
have the capability to do so. Even so, the United States, 
Japan, and South Korea continued to repeat their allega- 
tions, and, furthermore, demanded that the North Korean 
Government allow a nuclear inspection by the IAEC. 


In January of 1989, North Korea decided to sign the 
International Nuclear Security Agreement and also agreed 
to allow the nuclear inspection by the IAEC. As from May, 
the IAEC carried out six nuclear inspections in North 
Korea with the result that the IAEC did not find any 
evidence for the development of nuclear bombs, and found 
that in general the nuclear technology of North Korea was 
still at a low level, but that North Korea possesses the 
capability of manufacturing plutonium and for its repro- 
cessing. North Korea felt that the conclusions arrived at 
from the inspections were in its favor, and that this should 
put to rest the issue of further inspections. However, the 
United States, Japan, and South Korea expressed the 
opinion that the objectives submitted for inspection by the 
IAEC had been provided by North Korea, which hereby 
concealed the places where nuclear weapons were being 
developed. 








8 INTERNATIONAL 


Actually, there are differences of opinion even within the 
U.S. Government with regard to the assessment of nuclear 
activities in North Korea. The Secretary of Defense in the 
Clinton administration, Les Aspen, acknowledged that 
“opinions differ” in the U.S. intelligence establishment as 
to whether North Korea possesses nuclear installations, 
and the recently appointed head of the Central Intelligence 
Agency, James Woolsey, was also very vague in his testi- 
mony before Congress. He was unable to confirm whether 
North Korea after all has an atomic bomb, but merely 
stated that “they really could possibly have manufactured 
sufficient fissile material for the production of at least one 
muclear weapon.” 


Pressure Will Not Solve the Problem 


As early as in the beginning of 1991, when the Western 
press spread the news that North Korea was researching 
and developing nuclear weapons, the South Korean min- 
ister of defense, Kwon Yong-hae threatened that if North 
Korea should reuse to allow a nuciear inspection by the 
IAEC, South Korea would adopt measures, including the 
possible use of special engineering troops or air force, to 
destroy North Korea’s nuclear facilities. Most recently, at 
the time when North Korea decided to withdraw from the 
Nuclear Nonproliferation Treaty, there appeared a contin- 
uous stream of articles demanding that various pressures 
be applied on North Korea. 


According to a United Press report, the Japanese Govern- 
ment has decided to suggest to the [AEC to pass a 
resolution condemning North Korea, also suggesting to 
submit this issue to the Security Council for resolution, 
and also suggesting to impose economic sanctions. U.S. 
Secretary of State Christopher stated if North Korea will 
not soon alter its stand, the United States might be “forced 
to consider further action,” which could entail asking the 
UN Security Council to impose economic sanctions 
against North Korea. Some U.S. congressmen have even 
threatened that consideration may be given to the use of 
advanced accurate guided missiles to destroy nuclear 
objectives in North Korea. 


Opposition to any kind of nuclear weapon on the Korean 
Peninsula is the uniform stand of the international! com- 
munity, especially of all Asia-Pacific countries. The 
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appearance of nuclear weapons on the Korean Peninsula 
would, first of all, be an extremely serious strain on 
North-South relations. It would not only freeze economic 
and all other interchanges for an indefinite period of time, 
but could again push both sides to the brink of war. It 
would furthermore adversely affect the security and sta- 
bility in the Asia-Pacific region, and in particular impel 
Japan to develop nuclear strike capability. Once develop- 
ments of this nature have been stimulated, all Asian 
countries would be made to feel highly insecure. To 
prevent such an eventuality, all countries and organiza- 
tions involved in the argument over nuclear inspections 
must of necessity try to resolve the problem through 
patient negotiations. Some countries are now considering 
placing the issue before the Security Council and to have 
economic and other sanctions imposed on North Korea in 
the name of the Security Council. This is obviously not a 
wise way to resove the problem. The Nuclear Nonprolif- 
eration Treaty nly stipulates that withdrawal from the 
treaty will become effective three months after notice of 
withdrawal, but it does not stipulate that penalties could be 
imposed on the withdrawing country, and internationally 
there is also no precedent of this kind. Talk of destroying 
North Korean nuclear installations by military action is 
irresponsible; it 1s preposterous talk by people who want to 
plunge the world into chaos. If it should happen that North 
Korea would be attacked, it would of course put up a fight 
to the bitter end. Would that not end in a most frightening 
catastrophe for the entire Asia-Pacific region? 


In its handling of the overall situation on the Korean 
Peninsula, the Clinton administration is now still using 
much threatening language, but at the same time tuning 
down the pitch. President Clinton himself uses rather 
conciliatory language when discussing this issue. On the 
other hand, the North Korean Government has also 
declared that now that the “Spirit of Cooperation” mili- 
tary exercises are basically over, it is lifting the state of 
military preparedness. United States and North Korean 
diplomatic personnel stationed in China have also held 
special meetings. Public opinion in many countries has 
given expression to hope that relaxation may soon again be 
achieved in the relations which had become so strained 
due to the problem of nuclear weaponry. 
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Article Calls for Study of Deng Xiaoping ‘Theory’ 
93CM0379A Shanghai JIEFANG RIBAO 24 Jun 93 

pp I, 10 

[Article by Jin Binghua: “Emancipating the Mind and 
Seeking Truth From Facts Are the Essence of the Theory of 
Building Socialism With Chinese Characteristics—Some 
Gains From Studying Comrade Deng Xiaoping’s Theory 
of Building Socialism With Chinese Characteristics”] 
[Text] In his report de! vered at the 14th CPC Congress, 
Comrade Jiang Zemin points out: “Emancipating the 
mind and seeking truth from facts are the essence of the 
theory of building socialism with Chinese characteristics, 
and the ever-effective device which can ensure that our 
party will forever be full of vitality.” During the 14th CPC 
Congress, Comrade Jiang Zemin also pointed out, when 
Participating in the discussion meeting of the Shanghai 
delegation: “A critical aspect of the work of implementing 
Comrade Deng Xiaoping’s theory of building socialism 
with Chinese characteristics is to unwaveringly practice 
emancipating the mind and seeking truth from facts, 
combining the two in an organic way, so as to facilitate the 
rapid, fine, and healthy development of the reform and 
opening to the outside world and the modernization con- 
struction.” Currently, our propaganda and ideological 
work is faced with a heavy task. To accomplish this task 
well, it is imperative to make Comrade Deng Xiaoping’s 
theory of building socialism with Chinese characteristics 
the fundamental guiding theory, and regard arming all in 
the party with this theory as the fundamental task. In our 
propaganda and ideological work, we must unwaveringly 
practice emancipating the mind and seeking truth from 
facts, be united, advance bravely, do real work, and more 
effectively accelerate the reform and opening to the out- 
side world and modernization construction, so as tc pro- 
vide services for the effort to achieve more successes in the 
cause of building socialism with Chinese characteristics. 
This article will discuss some gains from study in relation 
to the issues of how to understand and grasp the proposi- 
tion that emancipating the mind and seeking truth from 
facts are the essence of the theory of building socialism 
with Chinese characteristics. 


The Theory of Building Socialism with Chinese 
ee 
Historical and Practical on the of 
Emancipating the Mind Seeking Truth From Facts 


The 14th CPC Congress report points out: “The theory of 
building socialism with Chinese characteristics has been 
formed and developed gradually—on the basis of summing 
up the historical experience regarding socialism’s successes 
and setbacks in our country and the historical experience 
regarding the rise and fall of socialism in other countries— 
in the practical process of reform and opening to the 
outside world and of socialist modernization in our 
country under the historical condition in which peace and 
development have become the main themes of the times.” 
By reviewing the process of the formulation and develop- 
ment of the theory of building socialism with Chinese 
characteristics, we can clearly see that emancipating the 
mind and seeking truth from facts have all along been the 
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precondition for the formulation and development of this 
theory, which was the product of summing up historical 
and practical experience on the basis of emancipating the 
mind and seeking truth from facts. 


How to build socialism and how to consolidate and 
develop socialism after she proletariate seized state power 
and set up the socialist system, especially in economically 
and culturally backward countries such as China? This was 
a tough and practical issue during a long period in history, 
and has also been an important issue with historical 
significance that the Chinese Communists have been 
trying to resolve. As should be pointed out, in the process 
of building socialism, we have had prominent achieve- 
ments in exploring the way to build socialism. In the early 
years of the PRC, the Soviet-model socialist system was 
able to concentrate material, financial, human and intel- 
lectual resources, and was effective in terms of building up 
the preliminary framework of our country’s national 
economy. Such a situation was to some extent objectively 
inevitable under the historical circumstances of the times, 
and produced positive effects. But, with the expansion of 
production and the raising of production standards, it was 
discovered that such a highly centralized system of 
planned economy contained many defects, was increas- 
ingly inadequate to meting the requirements of contem- 
porary economic development, and was conducive neither 
to mobilizing the positive forces of all types nor to the 
development of productive forces. As early as the mid- 
1950's, the Communist Party of China began to conduct 
thinking and exploration on ways to overcome those 
defects, and to look for an approach to socialism appro- 
priate to the actual situation in China. The delivery of the 
well-known report, “On the Ten Major Relationships,” by 
Comrade Mao Zedong signified that the Chinese Commu- 
nists had begun to reflect on the Soviet model, and had 
begun the arduous effort to explore a way to build 
socialism in China. In the process of such exploration, the 
party’s first-generation central leadership group with Com- 
rade Mao Zedong at the core put forward many important 
ideas appropriate to the actual situation in China, and 
some of the ideas were put into practice, resulting in great 
historic achievements. Nevertheless, because of the limit 
imposed by the historical circumstances, a lack of expen- 
ence, and the guiding-theory errors commitied by Com- 
rade Mao Zedong in his later years, such exploration was 
not completed in the end. The responsibility for resolving 
this important issue fell, historically, on the shoulder of the 
party’s central leadership group with Comrade Deng 
Xiaoping at the core. 


The Third Plenum of the 11th CPC Central Committee 
and the party’s central leadership group, with Comrade 
Deng Xiaoping at its core, formed at that plenum took on 
their historical responsibility, accomplishing the great his- 
toric transition and starting a new era of development of 
the socialist cause in our country. The Chinese Commu- 
nists thus began to have a correct approach to building 
socialism and to consolidating and developing socialism. 
Such a development was discussed by Comrade Deng 
Xiaoping in his opening speech to the | 2th CPC Congress 
in the following way: “In carrying out modernization 











10 POLITICAL 


construction, we must proceed from the actual situation in 
China. Whether in revolution or in construction, it is 
always necessary to learn from foreign countries and 
consult their experience. But the mechanical copying and 
application of foreign practices and models will get us 
nowhere. We have had many lessons in this respect. We 
must integrate the universal truth of Marxism with the 
actual situation in our country, find our own approach, 
and build socialism with Chinese characteristics—this is 
the basic conclusion that we have reached oon the basis of 
summing up historical experience gained over a long 
period of time.” Here, Comrade Deng Xiaoping empha- 
sizes “proceeding from the actual situation in China,” 
“integrating the universal truth of Marxism with the actual 
Situation in China, finding our own approach, and 
building socialism with Chinese characteristics.” The core 
ideas here are those of emancipating the mind and seeking 
truth from facts. 


The process—since the Third Plenum of the | 1th CPC 
Central Committee—in which the Chinese Communists 
have found the approach of building socialism with Chi- 
nese characteristics has also been the process of the formu- 
lation and development of Comrade Deng Xiaoping’s 
theory of building socialism with Chinese characteristics. 


Firsi, the theory of building socialism with Chinese charac- 
teristics represents the conclusion reached by Comrade 
Deng Xiaoping through acquiring new understanding of the 
theory and practice of socialism in the spirit of emanci- 
pating the mind and seeking truth from facts. A true 
Marxist-Leninist, Comrade Deng Xiaoping once pointed 
out, must carry forward and develop Marxism-Leninism 
on the basis of taking account of current conditions; the 
person who does not carry forward Marxism-Leninism on 
the basis of holding new ideas and views is not a true 
Marxist-Leninist; and, holding on to out-dated views can 
only result in lagging behind or even defeat. We should not 
demand that Marx and Lenin solve current problems, but 
should, as Lenin and Mao Zedong did, be good at under- 
standing and developing Marxism on the basis of taking 
account of the changed conditions. Having summed up the 
historical experience regarding socialism’s successes and 
setbacks in our country and having consulted the historical 
experience regarding the rise 2nd fall of socialism in other 
countries, Comrade Deng Xiaoping repeatedly said to all 
in the party that it was necessary to correctly handle the 
issue of mistakes made by Comrade Mao Zedong in his 
later years, that it was necessary to adhere to the fine 
traditions—advocated by Comrade Mao Zedong—of 
seeking truth from facts, of the mass line, and of main- 
taining independence, and that it was necessary to scien- 
tifically sum up Comrade Mao Zedong’s theory and prac- 
tice of socialism, which should be regarded as our 
ideological wealth be to used in the new exploration effort. 
With great political courage, Comrade Deng Xiaoping 
supported the conducting of the discussion of the propo- 
sition that practice was the sole criterion of truth, broke 
through the confines imposed by the personality cult and 
the two “whatever” propositions, and re-established the 
ideological line of emancipating the mind and seeking 
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truth from facts. The erroneous “leftist” policy of “consid- 
ering class struggle the key link,” a policy which was not 
appropriate to socialist society in view of such society's 
essential features and main contradictions, was resolutely 
renounced at the Third Plenum of the 11th CPC Central 
Committee, He reiterated—many times—and reestab- 
lished the correct line of thought according to which the 
focus of work of the party as a whole should be shifted to 
economic construction and according to which it would be 
necessary to build socialism on the basis of considerations 
of the actual situation in China. In March 1979, Comrade 
Deng Xiaoping summed up our party’s consistent political 
principles and expressed them in the form of the four 
cardinal princinles, thereby providing clear political guar- 
antees for the socialist modernization construction in the 
new era. From the time around the Third Plenum to the 
mid-1980’s, he gave his support, on several occasions, to 
the rural reform, urban reform, and institutional reform, 
holding that “reform is a second revolution.” In August 
1989, he raised the important issue of reforming the 
party’s and state’s leadership system, and put forward 
ideas on the basic principles on reforming the political 
system. He was also the first to raise the issue of the 
construction of spiritual civilization and to propose the 
four criteria on cadres. The nine components of the theory 
of building socialism with Chinese characteristics— 
expressed in a succinct form at the 14th CPC Congress— 
were all formulated on the basis of summing up historical 
experience under the guidance of the principles of eman- 
cipating the mind and seeking truth from facts. 


Second, the theory of building socialism with Chinese 
characteristics was also the result of Comrade Deng Xiaop- 
ing’s effort to sum up the masses’ practical experience in the 
spirit of emancipating the mind and seeking truth from 
facts. The Marxist view has always been that socialism is a 
cause of the masses of the people. Having the mass line is 
a fine tradition of the Communist Party of China. While 
leading the masses of the people in the effort to explore a 
new approach to socialist construction, Comrade Deng 
Xiaoping has never confined himself to the theories or 
conclusions already contained in the writings of Marxism- 
Leninism. He is good at listening to the masses, and is even 
better at summing up the masses’ experience, so as to 
formulate on the basis of summing up practical experience, 
the various principles on building socialism with Chinese 
characteristics, thereby carrying out bold theoretical cre- 
ation. The world-renowned reform of China’s rural eco- 
nomic system, from the adoption of the rural output- 
linked contract responsibility system to the development 
of township enterprises, was entirely the creation of the 
masses. In the begi:ining, the reform was not accepted by a 
majority of people, and it was Comrade Deng Xiaoping 
who was the first to give enthusiastic support and 
approval. Furthermore, it was Comrade Deng Xiaoping 
who summed up and succinctly expressed the relevant 
ideas in theoretical terms and who advocated the ideas. In 
the process of reforming the economic system, practice has 
always demanded that the relationship between planning 
and market be handled correctly, but the traditional views 
always considered them two poles in absolute opposition 








JPRS-CAR-93-057 
9 August 1993 


or regarded them as embodying the fundamental opposi- 
tion between two social systems. It was again Comrade 
Deng Xiaoping who summed up the experience regarding 
the rural reform and the experiments in the Special Eco- 
nomic Zones, who consulted other countries’ successful 
practices, and who carried out bold theoretical creation. 
Our party’s putting forward in 1984 the idea of developing 
planned commodity economy based on public ownership 
was the first instance of breaking away from the traditional 
views on this issue. In early 1992, in his important 
southern-inspection remarks, Comrade Deng Xiaoping 
pointed out: planned economy is not tantamount to 
socialism; capitalism also has plans. Market economy is 
not tantamount to capitalism; socialism also has market. 
The essential difference between socialism and capitalism 
does not lie in whether there is more planning or more 
market. Regarding market economy as a means and inte- 
grating it with the socialist system represented another 
momentous round of emancipation of the mind. This 
time, in accordance with the important remarks by Com- 
rade Deng Xiaoping, the 14th CPC Congress set the goal of 
establishing a system of socialist market economy. This 
development was a further instance of breaking away from 
the traditional views. The idea of building socialism with 
Chinese characteristics put forward by Comrade Deng 
Xiaoping has been formulated ara ‘developed on the basis 
of practice and through scientifically summing up the 
experience gained in the masses’ )yractice. 


Third, Comrade Deng Xiaoping conducted new efforts to 
analyze and sum up the main theme of the times in the 
spirit of emancipating the mind and seeking truth from 
facts, and consulted the modernization construction experi- 
ence of other countries, especially the experience of the 
existing developed capitalist countries and of the less devel- 
oped countries, thereby giving clear era-based features to the 
theory of building socialism with Chinese characteristics. 
Comrade Deng Xiaoping would adhere to the principle of 
proceeding from the actual situation in China, but would 
never adopt the practice of closing oneself off. He advo- 
cates that in building socialism, China should seek mod- 
ernization, open up to the world, and focus on the future. 
Consequently, he not only watches closely big events 
around the world, but also make efforts to look for 
opportunities helpful to China’s development. With sharp 
observation, he has noticed that peace and development 
have become the two main themes of today’s world after a 
series of complicated changes in the situation in the world 
since the beginning of gradual relaxation of relations 
between the East and West in the mid-1950’s, and, in 
addition, because of the effects of the continuing progress 
in science and technology. According to him, this situation 
has provided an extremely favorable opportunity for 
China’s development, and also requires that China’s eco- 
nomic, educational, scientific and technological, and polit- 
ical systems be reformed. It was against such a general 
background that he put forward the proposition that 
“science and technology are the most important produc- 
tive force,” made the decisions to open up to the outside 
world and to establish the Special Economic Zones, and 
emphasized that the development of Pudong, Shanghai, 
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should be made the leading project in the effort to imple- 
ment the reform and opening to the outside world during 
the 1990's, that all coastal and frontier regions should be 
opened up, and that it was necessary to make use of 
Capitalism and to establish an externally oriented eco- 
nomic system based on socialist market economy. Com- 
rade Deng Xiaoping’s theory of building socialism with 
Chinese characteristics was the product of a thorough 
effort to sum up the development experience of the world. 


As shown, the formulation and development of the theory 
of building socialism with Chinese characteristics has been 
the result of Comrade Deng Xiaoping’s effort to sum up 
historical and practical experience on the basis of emanci- 
pating the mind and seeking truth from facts. The theory 
was the product of integrating the basic principles of 
Marxism-Leninism with the realities in China and the 
special circumstances of the times, represents the contin- 
uation and development of Mao Zedong Thought, is the 
crystallization of the collective wisdom of all in the party 
and all in the nation, and is the most precious spiritual 
wealth of the Communist Party of China and the Chinese 


people. 


Are the Foundation for, and Living Soul of, 


Are the Ldeoogial Fou and Seeking Truth From Facts 
the of Building Socialism With Chinese 
Recados 


Comrade Deng Xiaoping is the model of emancipating the 
mind and seeking truth from facts. Emancipating the mind 
and seeking truth from facts are inseparable. Only by 
emancipating the mind would it be possible to seek truth 
from facts; and, only by seeking truth from facts would it 
be possible to truly emancipate the mind. It is necessary to 
make the principles of emancipating the mind and seeking 
truth from facts the ideological foundation for our efforts 
to examine issues, understand the world, and resolve 
contradictions. The reason why the 14th CPC Congress 
gave a very high status to the principles of emancipating the 
mind and seeking truth from facts, regarding them as “the 
essence of the theory of building socialism with Chinese 
characteristics and the ever-effective device which can 
ensure that our party will be forever full of vitality in terms 
of both its ideas and its work” was, fundamentally, that the 
principles of emancipating the mind and seeking truth from 
facts have been the ideological foundation for, and the living 
soul of, the theory of building socialism with Chinese 
characteristics and for the world outlook and methodology 
which provide guidance to us in all areas of our work. 


In the process of formulating and developing the theory of 
building socialism with Chinese characteristics, Comrade 
Deng Xiaoping has always emphasized the extreme impor- 
tance of the question of whether the party's ideological line 
is correct or not. The process of formulating the theory of 
building socialism with Chinese characteristics started 
from the effort to correct the problems in our party’s 
ideological line. In a bold revolutionary spirit and with a 
careful, scientific attitude, Comrade Deng Xiaoping led 
and supported the large-scale discussion of the proposition 
that practice was the sole criterion of truth, promoting the 
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emancipation of people’s mind, thereby providing ideolog- 
ical and theoretical foundations for the reform and 
opening to the outside world in the new era. Comrade 
Deng Xiaoping pointed out: “If a party, or a country, or a 
nation acts always in accordance with books, is ossified in 
thinking, and holds blind faith in things in a big way, then 
it will not be able to advance, and will lose its ability to 
live, resulting in the perishing of the party and the state.” 
“Only by emancipating the mind, seeking truth from facts, 
always proceeding from the actual situation, and inte- 
grating theory with reality, would it be possible to proceed 
smoothly with our socialist modernization effort, and to 
successfully develop our party’s theories of Marxism- 
Leninism and Mao Zedong Thought.” Later, Comrade 
Deng Xiaoping continued to reiterate the importance of 
adhering to the party’s correct ideological line. In the 
spring of 1992, he pointed out in his southern inspection 
remarks: “The success of our reform and opening to the 
outside world did not depend on books, but on practice; 
the method has been to seek truth from facts.” Therefore, 
the ideological line of emancipating the mind and seeking 
truth from facts and of always proceeding from the actual 
Situation not only was the logical and historical starting 
point in the initial process of formulating the theory of 
building socialism with Chinese characteristics, but has 
also been the ideological precondition for further per- 
fecting and developing the theory. 


The reason why we consider the principles of emancipating 
the mind and seeking truth from facts the essence of the 
theory of building socialism with Chinese characteristics is 
that they are the philosophical foundation for the theory. 
When articulating the party’s ideological line, Comrade 
Deng Xiaoping once pointed out in more profound, philo- 
sophical terms: “Seeking truth from facts is the foundation 
for the world outlook of the proletariate and the founda- 
tion for the theory of Marxism.” “Marx and Engles estab- 
lished the ideological line of dialectical materialism and 
historical materialism; Comrade Mao Zedong summed up 
the line, using four Chinese characters—seeking truth from 
facts’\—to express the idea involved.” “Seeking truth from 
facts, always proceeding from the actual situation, inte- 
grating theory with reality, and adhering to the proposition 
that practice is the sole criterion of truth represent our 
party’s ideological line.” “After the smashing of the Gang 
of Four and since the Third Plenum of the 11th CPC 
Central Committee, we have formulated our correct ideo- 
logical line, political line, organizational line, and a series 
of general and specific policies. What is the ideological 
line? It is to adhere te Marxism and to Marxism’s dialec- 
tical materialism and historical materialism; that is, it is 
adhere to the principle of seeking truth from facts advo- 
cated by Comrade Mao Zedong.” “To emancipate the 
mind is to make thinking correspond to reality and to 
make the subjective correspond to the objective, that is, to 
seek truth from facts. In the future, in order to truly 
unwaveringly practice seeking truth from facts in all areas 
of work, it is imperative to continue to emancipate the 
mind.” 
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From all those statements made by Comrade Deng Xiaop- 
ing, we can see that the process of formulating and devel- 
oping the theory of building socialism with Chinese charac- 
teristics has always been guided by the scientific principles 
of Marxism'’s dialectical materialism and historical mate- 
rialism. The succinct expression in Chinese— 
“emancipating the mind and seeking truth from facts’ —is 
exactly the firm ideological and philosophical foundations 
for the formulation and development of the theory of 
building socialism with Chinese characteristics. 


The ideological line of emancipating the mind and seeking 
truth from facts has profound philosophical implications: 
First, the fact that the ideological line requires people “to 
always proceed from the actual situation” reflects the 
Communists’ world outlook which entails respect for 
reality and for the masses’ practice, and also provides the 
necessary precondition so that people can acquire correct 
understanding and ideas and formulate correct policies 
and measures. Second, the core of the ideological line is the 
principle of seeking truth from facts, that is, that people 
should carry out the processing work of shedding the crude 
materials and retaining the refined materials, of shedding 
the false data and retaining the true data, and of getting 
from here to there and from appearance to the inner 
workings, with regard to the facts (historical and current 
facts and facts pertaining to people's ideological situation) 
gathered in practice through inquiry, investigation, and 
fact-finding, so as to understand and grasp the inner laws 
of things. Third, the phase of examination through practice 
as required by the ideological line means that we should 
put our ideas into practice to see whether they are right or 
wrong, so that people can enter a new stage in their 
understanding. Fourth, the method of integrating theory 
with reality and the practice of following that method 
throughout the process of achieving understanding, the use 
of which is demanded by the ideological line, are based on 
adhering tc Marxist principles, and also represent devel- 
opment of, and progress in, Marxism achieved through 
theoretical accounting of the actual situation. The process 
of emancipating the mind is the process of continuously 
developing understanding. It cannot be completed in one 
step, and should not be stopped or terminated. Fifth, 
emancipating the mind is the precondition for having that 
ideological line. Comrade Deng Xiaoping says: “What 
does emancipating the mind mean? The emancipating of 
the mind that we talk about means to break down the 
confines imposed by traditional forces and subjective 
biases, to analyze new situations, and to resolve new 
issues.” If in our thinking we are confined to dogmatic 
understanding of certain principles and books of Marxism, 
and do not dare to be creative, then we will not be able to 
achieve understanding in the category of truth, much less 
further development of Marxism. Sixth, the ideological 
line of emancipating the mind and seeking truth from facts 
also has methodological implications. Comrade Deng 
Xiaoping points out that the basic principles of Marxism- 
Leninism and Mao Zedong Thought “must be integrated 
with the actual situation,” that “it is necessary to analyze 
and study the actual situation and resolve actual problems, 
and to formulate working policies in view of the actual 
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situation,” and that “in all this lie the most fundamental 
methods of thinking and working that every Communist 
must always remember.” “We do all our work, including 
holding meetings, delivering reports, and making deci- 
sions, in order to solve problems. The key to whether what 
we say and do can solve problems lies in whether we 
provide correct solutions to problems, whether we are 
good at summing up experience, and whether we can adopt 
a seeking-truth-from-facts attitude toward objective reality 
and always proceed from the actual situation.” Seventh, 
only by adhering to this ideological line would it be 
possible to discard the idealist, metaphysical ideological 
line. Comrade Deng Xiaoping points out: “If the principles 
of seeking truth from facts, proceeding from the actual 
situation, and integrating theory with reality are opposed,” 
“then where would we be led? Obviously, we can only be 
led to idealism and metaphysics, resulting in setbacks in 
our work and the failure of the revolution.” 


In short, the principle of seeking truth from facts represents 
both the world outlook and the methodology of the Com- 
munists. Only by understanding the intellectual essence of 
the principles of emancipating the mind and seeking truth 
from facts in a more profound way, in terms of the philos- 
ophy of Marxism’s dialectical materialism and historical 
materialism, would we be able to profoundly understand 
and grasp the essence of the theory of building socialism 
with Chinese characteristics, and be able to understand and 
grasp the living soul of the theory. 


Under the leadership of Comrade Deng Xiaoping, our 
party reestablished the ideological line of emancipating the 
mind and seeking truth from facts, and immediately took 
actions in accordance with the line in the process of doing 
practical work involving understanding new situations and 
issues as well as providing solutions to the issues. In the 
process of formulating and developing the theory of 
building socialism with Chinese characteristics, Comrade 
Deng Xiaoping has proposed a series of additional impor- 
tant ideas, principles, policies and measures, including the 
idea that the essence of socialism is the development of 
productive force; the idea that reform is also the liberation 
and development of productive force; the three-step 
strategy; the principle of creating common prosperity 
through letting some people get rich first; the principle that 
the reform of the economic system must be accompanied 
by supporting reform of the political system; the idea that 
science and technology are the most important productive 
force; the principle that it is necessary to carry out the 
construction of both spiritual civilization and material 
civilization, and to be tough on both fronts; and the idea of 
promoting the peaceful unification of the motherland 
through efforts to implement the policy of “‘one country, 
two systems.” All those ideas, principles, policies, and 
measures manifest the spirit of emancipating the mind and 
seeking truth from facts. All of them have been based on 
consideration of the actual situation and based on consid- 
eration of the differences in location and in time. In this 
way, appropriate measures and approaches are adopted in 
view of the different times and locations so as to ensure 
that they can be implemented successfully—all this 
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‘mbodies the intellectual brilliance of Marxism’s dialec- 
tical materialism and historical materialism. Comrade 
Deng Xiaoping’s creative use of dialectical materialism 
and historical materialism for guiding practice provides 
the most lively teaching material that can be used for 
teaching us how to correctly understand and grasp the 
essence of the theory of building socialism with Chinese 
characteristic, and sets a brilliant example for us. There- 
fore, to truly arm ourselves with the theory of building 
socialism with Chinese characteristics and to use the 
theory to guide our actions, it is first of all necessary to 
unwaveringly practice emancipating the mind and seeking 
truth from facts. Only in this way would we be able to truly 
grasp the living soul of the theory of building socialism 
with Chinese characteristics, be able to seize opportunities 
in practice, dare to think, dare to be bold, and dare to 
experiment, thereby continuously furthering the develop- 
ment of the reform and opening to the outside world and 
the socialist modernization construction. 


In order to adhere to the ideological line of emancipating 
the mind and seeking truth from facts and the working 
method characterized by emancipating the mind and 
seeking truth from facts in a correct manner, we must also 
correctly understand and grasp the relationship between 
emancipating the mind and seeking truth from facts. 
Comrade Deng Xiaoping says: “In the future, in order to 
truly unwaveringly practice seeking truth from facts in all 
areas of work, it is imperative to continue to emancipate 
the mind.” “To emancipate the mind means to make 
thinking correspond to reality and to make the subjective 
correspond to the objective, that is, to seek truth from 
facts.” 


Emancipating the mind and seeking truth from facts are in 
a relationship of dialectical unity. It is absolutely necessary 
not to sever the organic tie between them. Only by emanci- 
pating the mind would it be possible to seek truth from facts; 
and, only by seeking truth from facts would it be possible to 
truly emancipate the mind. To act in accordance with the 
idea that emancipating the mind and seeking truth from 
facts are in a relationship of unity, we must—in the process 
of building socialism with Chinese characteristics— 
resolutely implement the center’s line and general and 
specific policies, proceed from the actual situations in our 
respective localities or units, emancipate our mind, think 
hard, study new situations, solve new problems, and take 
into account local conditions, thereby formulating a set of 
practical implementation measures and carrying out work 
in a creative way. 


Unwaveringly Practicing Emancipating the Mind and 
emp Taye From Facts and Always Proceeding 
From Actual Situation Represent an Important 
Principle and Policy That Must Be Followed in 
Propaganda 


and Ideological Work 


Emancipating the mind and seeking truth from facts are 
the essence of the theory of building socialism with Chi- 
nese characteristics, and also represent an important 
policy and principle which must be foliowed in our propa- 
ganda and ideological work. 
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The principles of emancipating the mind and seeking truth 
from facts require that in propaganda and ideological work 
we be guided—in a fundamental way—by Comrade Deng 
Xiaoping’s theory of building socialism with Chinese charac- 

teristics, unwaveringly use this theory to guide all work on the 
propaganda and ideological front, and persistently endeavor 
to arm all in the party with this theoretical weapon. The 
above-discussed is the propaganda and ideological front’s 
most important task. Comrade Deng Xiaoping’s theory of 
building socialism with Chinese characteristics represents the 
scientific conclusion reached through summing up interna- 
tional, domestic historical and current practical experience 
on the basis of emancipating the mind and seeking truth from 
facts. It is the newest product of the effort to integrate 
Marxism with the actual situation in China, is the Marxism of 
present-day China, and is a powerful theoretical weapon 
providing us with guidance in our effort to accomplish our 
new historical tasks. We, propaganda and ideological 
workers, must first of all do a good job of conscientiously 
studying, conducting research on, and publicizing Comrade 
Deng Xiaoping’s theory of building socialism with Chinese 
characteristics. Persistently working to arm all in the party 
and all in the nation with Comrade Deng Xiaoping’s theory of 
building socialism with Chinese characteristics is an ideolog- 
ical construction project of fundamental importance. The 
most fundamental method which we can use to ensure the 
unwavering adherence to the party’s basic line is to unwaver- 
ingly use Comrade Deng Xiaoping’s theory of building 
socialism with Chinese characteristics as the basic guiding 
principle; to make the necessary arrangements so as to make 
sure that party members at large and the masses will thor- 
Oughly study this theory; to understand the great importance 
of giving the theory the status of guiding principles; to 
understand and grasp the basic views and intellectual essence 
of the theory; and to learn from Comrade Deng Xiaoping in 
terms of his scientific attitude and creative spirit manifested 
in the process of using the stands, views, methods of Marxism 
for studying new situations and solving new problems. In the 
process of study, it is necessary to understand the actual 
situation regarding the thinking on the part of cadres, party 
members, and the masses, and to provide pertinent guidance 
so that everyone can grasp the essence of the theory— 
emancipating the mind and seeking truth from facts, can get 
rid of the restrictions imposed by old ideas and old views, can 
change the mentality entailing the tendencies to adhere to 
existing practices and to resist new things, can make thinking 
in line with the changed, new situation and be adequate to 
satisfying the requirements of the effort tot establish a system 
of socialist market economy, can be bold in exploration and 
in practice, can be creative all the time, and will endeavor to 
make Shanghai's economic construction climb another step, 
thereby further developing the reform and opening to the 
outside world, giving a new look to the city, and reaching a 
higher standard in the construction of spiritual civilization. 


The principles of emancipating the mind and seeking truth 
from facts require that in propaganda and ideological work we 
comprehensively implement the party’s basic line and general 
and specific policies on propaganda and ideological work. The 
party’s basic line was formulated and developed under the 
guidance of Comrade Deng Xiaoping’s theory of building 
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socialism with Chinese characteristics, and is also the con- 
centrated embodiment of the theory. The experience accumu- 
lated over the 14 years since the Third Plenum of the | Ith 
CPC Central Committee can be expressed succinctly in the 
form of one principle: the principle of unwaveringly adhering 
to the party’s basic line guided by the theory of building 
socialism with Chinese characteristics. In order to do well the 
propaganda and ideological work, we must continuously 
enhance the predisposition to voluntarily and resolutely 
implement and follow the party’s basic line, unwaveringly 
focus on economic construction, adhere to the four cardinal 
principles, and adhere to the policy of reform and opening to 
the outside world. In carrying out propaganda and ideological 
work, it is necessary to make the work serve the central task 
of economic construction, firmly adhere to the two basic 
points, correctly understand and handle the relationship 
between the two basic points, adhere to the principle of 
Carrying out the construction of both material civilization 
and spiritual civilization together and being tough on both 
fronts, adhere to such basic general and specific policies on 
propaganda and ideological work as the policy of “serving 
two things,” the policy of “letting a hundred flowers bloom 
and letting a hundred schools contend,” and the policies of 
promoting unity and stability, stimulating people’s drive, and 
conducting mainly positive propaganda, have mutual trust 
and respect, conduct mutual consultation and help, and 
unwaveringly focus on construction. All this will ensure, in a 
fundamental way, that the propaganda and ideological work 
is done in a satisfactory manner. 


The principles of emancipating the mind and seeking truth 

from facts require that we use materialist dialectics as the 
basic working method in propaganda and ideological work, 
and use materialist dialectics’ world outlook and method- 
ology to analyze and study new situations and new issues. 
Continuously endeavor to understand and grasp the new 
characteristics and laws of the propaganda and ideological 
work in the new era, and seize the initiative in propaganda 
and ideological work, in an effort io explore a new way of 
conducting propaganda and ideological work in the new 
era. It is necessary to adhere to materialist dialectics; to 
prevent one-sidedness and the hoiding of absolute views; 
and to correctly understand and handle such relationships 
as the relationship between the construction of material 
civilization and the construction of spiritual civilization, 
the relationships between reform, development, and sta- 
bility, the relationships between seizing opportunities, 
treasuring opportunities, and making good use of oppor- 
tunities, the relationship between the social effects and 
economic gains produced by spiritual products, the rela- 
tionship between encouraging some people to get rich first 
and common prosperity, and the relationship between 
promoting prosperity on the one hand and fighting por- 
nography on the other hand in relation to cultural work, so 
as to give effective play to the propaganda’s and public 
opinion’s role in providing guidance, while accurately 
controlling the “degree” in propaganda work, in an effort 
to prevent the phenomenon of moving from one extreme 
to the other extreme and to make sure that one tendency 
does not cover up another tendency. 
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The principles of emancipating the mind and seeking truth 

from facts also require that in propaganda and ideological 
work we adhere to the party’s mass line, always proceed 
from the interest of the people, always rely on the masses, set 
the purpose and goal of our work in such a way as to benefit 
people at the grassroots and the masses, strive to solve the 
problems about which the masses are concerned, keep the 
masses informed, make the masses understand the situation 
so that they may give support, and let the masses partici- 
pate. It is necessary to pay attention to propaganda tech- 
niques, improve propaganda methods, give emphasis to 
practical effects of work, and oppose formalism so that the 
propaganda and ideological work can be more appropriate 
to the actual situation, can be closer to the masses, can be 
more in line with the masses’ demands, and can be more 
lively and effective. 


POLITICAL 15 


Comrade Deng Xiaoping’s theory of building 
socialism with Chinese characteristics is a powerful 
ideological weapon available to us in our effort to 
accomplish new historical tasks. We firmly believe 
that under the guidance of this theory, if oniy we 
unwaveringly implement the party’s basic line of “one 
focus, two basic points,” emancipate our mind, seek 
truth from facts, always proceed from the actual 
situation, seize opportunities, deepen the reform, 
conduct exploration, make advancement, get united, 
do real work, and accelerate the reform and opening 
to the outside world and the modernization construc- 
tion, we will surely be able to achieve greater suc- 
cesses in the cause of building socialism with Chinese 
characteristics. 
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[Article in four installments by Bao Yueyang (0545 2588 
7122): “China’s Economy: Naturally Expansionary”] 


[30 May 93 pp 1, 2] 

[Text] When economists were making 1993 projections 
about China’s economy at the end of 1992, they generally 
held that 1993’s economic growth trend would slow some- 
what, for annual economic growth of about 10 percent, or 
slightly lower than 1992’s 12.8 percent. But the latest 
figures released by the State Statistical Bureau have 
exceeded all expectations: First quarter 1993 growth com- 
pared to the same period in 1992 was 14.1 percent for 
GDP, 22.4 percent for GVIO [Gross Value of Industrial 
Output], and 70 percent for fixed assets investment. 
During April, the economy continued to grow at a super- 
high rate, with the first four months bringing growth of 23 
percent to GVIO and 68.9 percent to fixed assets invest- 
ment. So it seems that 1993’s economic growth will cer- 
tainly not stop at 10 percent, with the latest projecti 
being that GDP will grow 13 percent for all of 1993. 


Projections Are Often Low 


Readers who understand China’s economic growth condi- 
tions in recent years will probably have discovered that 
since China’s economy began to recover in 1991, specialist 
projections about economic growth have been almost 
always low. As to industrial and investment growth rates, 
in particular, while the real figures often differ sharply 
from the projections by specialists and officials, to the 
extent that projections need to be constantly revised 
throughout the year, it sometimes occurs that until 
November, it remains impossible to make very accurate 
projections of annual growth. The main reason for this is 
too many variables and noneconomic factors in China’s 
economy. The situation for 1992 and the first quarter of 
1993 illustrate this point even more clearly. At the begin- 
ning of 1992, the Central Committee and State Council set 
the annual economic growth rate at 6 percent, investment 
growth at 8 percent, and GVIO growth at 12-13 percent, 
with these planned figures naturally allowing for unfore- 
seen circumstances. And while economists projected an 
annual economic growth rate of 8-9 percent and GVIO 
growth of about 15 percent, the real result was growth of 
12.8 percent for GNP, 37.6 percent for investment, and a 
high of 20.9 percent for industrial output based on added 
value, or over 25 percent based on gross output value. 


Reviewing our economic history during the 14 years of 
reform and opening, it seems that we could say that 
China’s economy is naturally expansionary, with an 
inherent growth impulse, and even the slightest easing 
bringing faster growth. It could also be said that China’s 


January 1984 to March 1986. In 1984, macroeconomic 
took a slightly “eased” approach to expen- 
ditures and bank loans, so that expenditures grew 19.6 
percent over 1983, and all loans and money put into 
circulation grew 28.9 percent and 49.5 percent, respec- 
tively, over 1983. Under these conditions, GNP grew 14.7 
percent over 1983, fixed assets investment was up 25.6 
percent, and GVIO grew 14.9 percent. This resulted in 
overall public demand far exceeding overall supply, 
causing sudden price increases of 8.8 percent in 1985. 
Faced with this situation, the state tightened credit in 
1985, so that all loans grew 7.4 percent less than in 1984, 
and the amount of currency issued grew 24.8 percent less, 
somewhat easing the overall conflict between demand and 
supply. But at the same time, problems appeared, such as 
a shortage of enterprise working capital, a rise in raw 
materials prices, and a slide in industrial output. 
The second was from April 1986 to February 1988. Due to 
the slide in industrial output and drop in economic effi- 
ciency since the last half of 1985, fiscal and monetary 
policies were both eased beginning in the second quarter of 
1986, so that in 1986 all loans, currency issue, and expen- 
ditures grew rapidly over 1985 by 33.6 percent, 17.9 
percent, and 26.3 percent, respectively, once again inten- 
sifying the overall conflict between supply and demand. So 
the state was forced to practice a dual-tight policy once 
again in 1987, leaving expenditures to grow only 5 percent, 
or 2! points less than in 1986, and all loans to grow 14 
points less than in 1986, which somewhat controlled the 
economic overheating. 


After April 1988, economic activities took their third twist 
and turn. Beginning in April, as macroeconomic control 
was again eased, currency issue again clearly exceeded that 
for the same period in 1987, once again bringing an overall 
imbalance to supply and demand. Prices rose further, 
savings slid, and a wave of panic buying swept the country 
so that, by August 1988, retail prices were up 23.2 percent, 
causing price rises of 18.5 percent for all of 1988. Under 
such severe conditions, the Central Committee and State 
Council decided to institute a campagin of improvement 
and rectification of the economy in the fourth quarter of 
1988, whose key planks were still a double-tight fiscal and 
credit policy, supplemented by stern administrative mea- 
sures. But while these improvement and rectification mea- 
sures had begun to show results by the last half of 1989, 
they were overdone, causing a sharp slide in industrial 
output, with even negative growth by October that had 
been unprecedented for a decade. So the original plan for 
three years of improvement and rectification was actually 
changed beginning yearend 1989, with a slight easing of the 
overtight fiscal and credit reins, which at the time was 
called “fine tuning.” 
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This fine tuning that began at the end of 1989 brought a 
gradual recovery to China’s economy so that, by 1991, we 
were experiencing growth of 12.4 percent for GVIO and 
7.7 percent for GNP, actually putting us in a normal year’s 
growth rate. Since the improvement and rectification 
campaign ended in the fourth quarter of 1991, particularly 
after Comrade Deng Xiaoping’s southern-tour speeches in 
early 1992, macroeconomic regulation and control tended 
to be eased, putting our economy into another high-speed 
growth stage. In 1992, our GNP grew 12.8 percent, making 
1992 our second year of highest growth since reform and 
opening second only to that of 1984. Our high growth rate 
of 14.1 percent for the first quarter of 1993 is pushing right 
up against the 14.7 percent for 1984. 


It is not hard to see from this process of economic 
tightenings and easings that China’s economic growth 
capability is like a spring, with expansion being its basic 
nature. While pressure may suppress it, easing enables it to 
very quickly spring back. 

We Need Utilization and Guidance 

As the current foreign and domestic situation is an oppor- 
tunity for China, which we must seize to speed up our 
development, China’s economy needs high growth. In this 
sense, while China’s economic expansionism is positive, 
showing the great enthusiasm of our people for faster 
economic development, it needs to be noted that China’s 
current economic system is still far from being a mature 
market economy, being rather in a period of transition 
from planned to market economy. So our economic growth 
is certainly not completely in accord with economic laws, 
or it could be said that part of our growth is false and 
unhealthy. 


We might as well analyze the inherent factors in China’s 
economic expansionism. Historically, ail Chinese regi 
sectors, and enterprises have always been subject to blind, 
expansionist, impulse forces, which have never been sub- 
stantially improved in our 14 years of reform. We remain 
subject to widespread phenomena, such as disregard for 
the real possibilities of national conditions, national 
might, and resource sustainability, unchecked construc- 
tion of manufacturing-industry projects, competition for 
production growth rates, an emphasis on quantitative 
growth, and a disregard for long-range resource disposi- 
tion. For instance, as our investment-system reform is not 
thorough, we have not built the corresponding responsi- 
bility system for investment policy, efficiency, and risk, 
with many factors such as the leadership's political-merit 
mindset and selfish departmentalism, still directly inter- 
fering with our investment establishment and orientation, 
and projects being built simply according to official will 
being nothing new. Consequently, the phenomena of 
duplicate construction and unchecked investment remain 
quite prevalent, with the day that many projects go into 
operation coinciding with the time of market saturation. 
Most of the utilization rates for our key manufacturing- 
industry products are under 70 percent, with utilization 
rates below 50 percent for those such as vacuum cleaners, 
air conditioners, color TVs, and refrigerators, so that much 
production capacity is idle. 
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[Text] In 1991, China’s GNP grew 7 percent over 1990, 
along with growth of 2.9 percent in our overall retail prices, 
3.4 percent in overall consumer prices for urban and rural 
residents, and 8 percent in the cost of living price index for 
employees in 35 large- and medium-sized cities. 


In 1992 our GNP grew 12.8 percent, along with growth of 
5.4 percent in our national retail prices, 6.4 percent in the 
cost of living price index for urban and rural residents, and 
10.9 percent in consumer prices for residents in 35 large- 
and medium-sized cities. 

In the first quarter of 1993, our GDP grew 14.1 percent, 
along with growth compared to the same period in 1992 of 
8.6 percent in our national retail price index, 10.5 percent 
in the cost of living price index for urban and rural 
residents, 15.7 percent in that for 35 large- and medium- 
sized cities, and 38 percent for capital goods prices. 
These three groups of figures show that as economic 
growth rates accelerate, prices rises also clearly climb. 
While economic growth is not necessarily linked to infla- 
tion, too high economic growth rates under China's cur- 
rent economic system are certainly easily associated with 
inflation. It could also be said that a certain degree of 
inflation is a hardly avoidable cost of high economic 
growth. While it is very hard to explain the link between 
high economic growth and inflation in a few words, it can 
roughly be said that high economic growth depends mainly 
on the driving force of high growth in investment and 
industrial output, the two high growth rates that are bound 
to cause a sharp increase in the amount of money put into 
circulation, a tightening of capital goods supply, as well as 
rising prices, all of which can become the direct impetus 
for inflation. 


On the other hand, inflation has a certain impact on the 
pace of reform, particularly that of price reform. A State 
Statistical Bureau analysis of 1992 price rises finds that 
natural price-rise components were certainly not domi- 
nant, with the major cause being the quicker pace of price 
reform. For instance, in 1992 China equalized the pur- 
chase and sale prices for grain, adjusted the prices of basic 
products and some public utilities, such as railway freight, 
coal, and natural gas, deregulated a large group of capital 
goods and transportation and communication prices on 29 
August, reducing the tax categories for capital goods and 

tion and communications prices under the con- 
trol of the State Commodity Prices General Administra- 
tion and pertinent state sectors from 737 to 89, and lifted 
on | September the maxi.num or selling constrained prices 
for beyond-plan capital goods, such as crude, finished 
petroleum products, rolled steel, pig iron, copper, alu- 
minum, zinc, tin, nickel, soda ash, and caustic soda. It was 
hard for such a rapid pace of price reform not to cause a 
certain amount of price rises. It is estimated that 70 
percent of 1992’s 5.4-percent overall price rises were due 
to price adjustment and price deregulation. But it needs to 
be said that a 5.4-percent inflation rate was certainly not a 
high cost for 1992's price reform, so that the cost of reform 
was not great. 
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The prices rises in the first four months of 1993 were due 
on one hand to many of price reform measures in 1992 
going into effect in the last half of the year, which affected 
price levels for the first months of 1993. On the other 
hand, the pace of price reform in 1993 is also very fast, 
with many provinces and cities deregulating grain prices. 
Price reform is a key and crucial part of China’s economic 
reform, as a market economy first requires a rational 
pricing system. From a long-range perspective, bringing 
order to irrational prices, by establishing a price-formation 
mechanism suited to market economy needs, is a step that 
China’s economic reform must take. So it could be said 
that inflation is a reform price that must be paid for a time. 


While this price is inescapable, a too high price would not 
be sustainable, so would restrain reform and growth 
instead. In 1988, due to excessive price rises, making price 
reform “breakthroughs” impossible, we were certainly 
forced to slam the brakes on our economic operations, 
causing our econo™ to slide from high growth into a 
slump, which was 2 painful lesson. Our current 8.7-percent 
inflation rate has put our macroeconomic policymaking 
into a double-bind. If we employ stronger macroeconomic 
control means, by tightening credit, this could dampen our 
economic growth momentun, and make continued price 
reform advances difficult. If we allow prices to rise, we 
might see a recurrence of 1988 conditions. So the profes- 
sionals hold that we can only continue to apply China's 
traditional “golden mean” toward our current inflation: 
While continuing to make sharp economic reform 
advances and cautiously protect our economic growth 
momentum, we should use stock markets and housing 
commercialization to diversify and reduce (inflationary) 
pressure, along with raising interest rates (certain experts 
note that the recent current higher interest rates are not 
high enough) to appropriately control new investment and 
currency issue. 


{1 Jun 93 pp 1, 2] 


[Text] Just as in previous periods of high economic growth, 
our faster economic growth in 1992 has heralded the end 
of the brief easing of China's basic product supplies, with 
new “bottlenecks” appearing in areas such as transporta- 
tion and raw materials. 


It Is To Be Hard in the Short-Term To 
Eliminate Two Major “Bottlenecks” 


Railways are our tightest “bottleneck.” Our 1992 freight 
fulfillment rate was only about 50 percent, with the pre- 
vious coal supply shortages in certain places being not due 
to inadequate coal output, but rather to bottlenecks caused 
by a railway transport shortage. Our national economy is 
growing at a superhigh rate in 1993, making railway 
transport in even shorter supply so that, while the Ministry 
of Railways (MOR) has taken various steps, they have 
been utterly inadequate. The MOR Planning Office says 
that its 1992 goods delivery had reached a historical record 
of 1.523 billion tons. The planned railway goal for 1993 is 
to deliver 1.56 billion tons of goods, up 37 million tons 
from 1992, including coal deliveries of 650 million tons, 
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up 10 million tons from 1992. But in the first quarter of 
1993, goods deliveries amounted to only 371.91 million 
tons, down 0.5 percent from the same period in 1992, and 
short 12.66 million tons for the year. So in order to fulfill 
1993 plans, we will have to ensure an average load of 
76,570 cars a day for the last nine months of 1993, or an 
average load of 2,461 more cars a day than in 1992, 
meaning that our transport difficulties and pressures will 
be exceptionally great. 


Our railway transport “bottleneck” is going to be hard to 
eliminate in the short-term, as our ratio of transportation 
and post and telecommunications investment to overall 
fixed assets investment dropped steadily during the Sixth 
and Seventh Five-Year Plans. While this ratio rose some- 
what in 1992, its effects will not be felt for some time. 
While our railway investment in 1993 is going to be the 
largest in our history, up 68 percent from 1992, it is going 
to be hard to put our overall transport priority projects 
into operation in the next two years for a number of 
reasons. For instance, our new north-south trunkline, the 
Beijing-Jiujiang line, will not have evolved a comprehen- 
sive transport capability until 1996, and the Houma-Y ue 
line for shipping out Shanxi coal will not be completed 
until 1995. So our heavy transport mission in the last three 
years of the Eighth Five-Year Plan will put pressure on our 
existing lines, particularly focused on key trunklines, 
meaning even greater transport shortages for key 
trunklines. 


Our raw materials “bottleneck” is growing increasingly 
glaring. in 1992, while our national iron and steel output 
reached 80 million tons, up 9 million tons from 1991, and 
setting a record for increased output in one year, with 
correspondingly higher rolled steel output, even such large 
increases were unable to meet demand. By November 
1992, not only were construction wire rods still in short 
supply, reaching a price of 3,300 yuan a ton in some places, 
but even production materials were also generally in short 
supply with high prices, with the cold-rolled sheets pro- 
duced by plants, such as Baoshan and Wushan, catching up 
in price to imports, but still often being in short supply. 
Certain steel mills had collected in advance 1993's goods 
payments as early as October 1992. The prices of construc- 
tion-use rolled steel, such as threaded steel, is up to 
3,300-3,500 yuan per ton, while stee! rods are at 3,200- 
3,400 yuan per ton. During our period of econontic over- 
heating in 1988, construction-use rolled steel was aver- 
aging not more than about 1,900 yuan per ton, making 
current prices 85 percent higher! Moreover, this exception- 
ally brisk rolled steel market is occurring while rolled steel 
imports are up sharply. Meanwhile, cement, timber, plate 
glass, machinery, and electronic equipment, and nonfer- 
rous metal prices are also skyrocketing. Our capital goods 
prices rose about 25 percent in 1992. 


In the first quarier of 1993, our capital goods prices were 
up 38 percent from the same period in 1992. By mid- 
January, Kunming’s wire rod price had reached 3,800 
yuan a ton, and Chengdu’s cement (#425 common sul- 
phate cement) and gasoline (#90) prices had reached 650 
yuan and 4,900 yuan a ton, respectively. By the end of 
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February, the price of all types of construction-use rolled 
steel in all major cities was 3,300-3,700 yuan a ton. 


In light of current conditions, the mid- and short-term 
prospects for raw materials supply are not optimistic, as 
the ratio of raw materials industry investment to overall 
fixed assets investment is dropping steadily. 


Relatively speaking, our energy resources “bottleneck” 
will ease somewhat. Except for shorter supplies of oil, coal 
remains highly overstocked. While our electric power 
supplies also basically meet production needs, our energy 
resources production and investment prospects are quite 
pessimistic. 

In 1992, our gross evergy output grew only 1.8 percent, 
including growth of 2.1 percent for raw coal and 0.5 
percent for crude. In the first quarter of 1993, our output 
was up 5.6 percent for raw coal and 0.9 pecent for crude, 
which was out of proportion to our industrial output 
growth of over 20 percent. Moreover, our energy-industry 
investment is growing far slower than our overall fixed 
assets investment. Our energy-industry investment ratio 
dropped from 28.3 percent in 1991 to 24.9 percent in 
1992, and for the first quarter from 33 percent in 1992 to 
23.8 percent in 1993. So it can be predicted that if this 
trend continues, our energy “bottleneck” will become as 
tight as our railway “bottleneck.” 


What Are the Causes of These Bottlenecks? 


So why is high economic growth often accompanied by 
intensified “bottleneck” restraints? State Information 
Center specialists note the following major causes: 


1. Our current macroeconomic control lacks an effective 
means of dealing with the tendency to emphasize quanti- 
tative growth at the expense of short-supply construction. 
As our reform has intensified, the dominant position of the 
state in the disposition of resources through directive plans 
has been sharply weakened, with the number of planned 
targets for agriculture, industry, commodities, and com- 
merce now under the direct control of the State Planning 
Commission down to 221, of which only 143 are directive 
plan targets. But the proper indirect regulation and control 
system for a market economy has not kept up in a timely 
way, with economic leverage, such as prices, taxes, interest 
rates, and exchange rates, still not operating quickly and 
effectively. So certain fields and links of our macroeco- 
nomic control are a “no-man’s-land,” making it hard to 
promptly adjust the various structural conflicts and prob- 
lems that arise in our economic operations. 


2. Our market system is unsound with distorted price 
signals, which has the impact of misguiding our industrial 
structure. In a sound market economy, resource flow 
follows the profit maximization principle, so that 
resources flow toward the sectors where profits can be 
made. When basic industries have been long undeveloped, 
causing a large gap between supply and demand, inevitably 
spurring large price rises, and making profit margins 
higher than their average for the society, large amounts of 
funds will flow into these industries and sectors, thus 
balancing resource disposition and easing “bottleneck” 
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restraints. But in China at present, certain key capital 
goods prices, particularly those under planned control, 
remain controlled, our market system still has great 
defects, and the high-price, high-profit manufacturing 
industry often becomes everyone’s investment priority, 
with our investment ratio in basic industries for the last 
decade having been in a state of steadily progressive 
decline. 
3. As to our fiscal and monetary systems, the profit 
motives of all key interests are out of line with our national 
industrial policy. Since state revenue began to practice a 
“separate system,” central revenues have steadily 
decreased in relative share, while central jurisdiction has 
not correspondingly decreased, and the centralized- 
expenditure order has remained. This “big government, 
small revenues” order leaves central revenues too many 
difficulties to cope with, directly affecting their investment 
pn pea for their commitments to build basic industries 
and infrastructures, while most local revenue increases are 
invested in high-price and high-tax projects. The data 
shows that in the ratio of basic industry investment to 
capital construction investment, central projects are 40 
points higher than local ones. As to our monetary system, 
the banking regionalization tendency has a very adverse 
impact on our industrial structure. On the other hand, the 
reforms to make banking more businesslike have put the 
profitmaking motive per se out of line with our national 
credit and industrial policies. 


Widening the Bottlenecks: A Basic Short- and 
Mid-Term Macroeconomic Policy Orientation 
Historically, “bottleneck” restraints not only often accom- 
pany high economic growth, but also usually end up 
stopping it, forcing the state into economic adjustment. So 
it can be said that “bottleneck” restraints are a dreadful 
obstacle to high economic growth. In a certain sense, the 
key to sustained economic growth is effectively widening 
these “bottlenecks.” 


In light of the current steady intensification of “bottle- 
neck” restraints, many experts hold that strengthening 
basic industries should become our basic short- and mid- 
term macroeconomic policy orientation. As to our current 
economic conditions, retaking the past route of direct state 
investment in heavy industrialization would be impos- 
sible, as well as being adverse to our system conversion to 
a market economy. Academics in the State Council Devel- 
opment Studies Center recommend that we ought to make 
full use of industrial policy and corresponding fiscal and 
monetary policies, while not excluding the necessary 
administrative means, to guide public investment toward 
basic industries, in order to rationalize our investment 
structure. We could consider the following: revising our 
industrial policy aimed at strengthening basic industries; 
setting up a policy-oriented industrial development bank, 
in order to replace fiscal means with financial ones as our 
major state investment channel; further raising basic 
industry product and service prices; collecting a basic 
industry development fund from state-restricted industrial 
investment in order to strengthen control and guidance 
over local and self-funded projects 
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[Text] Faced with the current high economic growth and 
its accompanying inflation, what macroeconomic regula- 
tion and control approach should be adopted? 


Investment Growth Determines the Inflation Rate 


As China’s current economic growth is strongly invest- 
ment-induced, the experts generally regard the degree of 
investment growth as their key macroeconomic policy- 
making basis. At the end of 1992, the State Information 
Center (SIC) made the following three projections about 
1993’s inflation rate: 1) investment could continue to grow 
sharply, raising overall prices 10 percent; 2) investment 
growth might be smaller and slower, bringing overall prices 
rises of 7.5 percent; 3) if investment grew much less, prices 
would rise 6.5 percent. Which of these “options” our real 
economic operations would actually take depended on 
whether state and local governments adopted a policy of 
continued expansion or moderate contraction. 


As our economic growth has continued to accelerate in 
1993, more attention is being focused on our macroeco- 
nomic policy orientation. SIC Projection Department 
Director Lai Guangxian [0171 0342 6343] notes that as 
our fixed assets investment growth has broken through the 
safety line, China may experience obvious inflation in the 
last half or fourth quarter of 1993. He says that as our 
national economic operations continued to maintain high 
growth in the first quarter of 1993, unless we control the 
current fixed assets investment momentum, our national 
1993 fixed assets investment scope is likely to reach 980 
billion or nearly | trillion (yuan). Data simulation calcu- 
lations show that such an investment scope will bring 
growth of over 12 percent to our GNP, more than 10 
percent to our national retail commodity price index, 
higher than 34 percent to currency issue, and almost 20 
percent to our loan balance, meaning that our whole 
national economy will operate in a state of even more 
shortages than in 1992. Analysis shows that we ought to 
keep our 1993 national fixed assets investment scope at 
940 billion yuan. 


10 Percent: A Rational Limit? 


The State Statistical Bureau (STB) recently completed its 
1993 economic growth projections and rational growth 
quantitative recommendations. The author of these rec- 
ommendations, STB General Department Director Ye 
Zhen [0673 7201], says that: Based on the initial analysis 
of our c’ tent econcmic cycle by Chinese and foreign 
experts, . der normal conditions, China’s economy can 
continue to maintain quite high growth during 1993 and 
1994, and likely bottom out in 1995; whether we can avoid 
sharp volatility depends mainly on whether our economic 
operating rate in 1993 and 1994, particularly 1993, is 
appropriate. In light of the basic state of our economic 
operations in the first quarter of 1993, if this is allowed to 
continue, our 1993 national economy is very likely to see 
the following conditions: 1) A high economic growth rate. 
Our 1993 GDP may top 3 trillion yuan, up about 14 
percent from 1992 at comparable prices, including a rise of 
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more than 20 percent in our GVIO. 2) High fixed assets 
investment growth. Our 1993 national fixed assets invest- 
ment will top | trillion yuan, up more than 40 percent 
from 1992, and exceeding plans by over 200 billion yuan. 
3) A high currency issue. Our 1993 currency issue will top 
150 billion yuan, with loans breaking through the 450 
billion yuan mark. 4) High price rises. We will see growth 
in 1993 of about 8 percent in our retail prices (not 
considering retail commerce business tax increases), 
approximately 10 percent in urban and rural consumcr 
prices, and more than 20 percent in capital goods prices. 5) 
A clearly tighter macroeconomic climate. Our 1993 overall 
supply and den:and gap will reach about 8 percent, higher 
than its normal \evel of 5 percent. 


Ye Zhen notes tlh at: Macroeconomic regulation and con- 
trol should do its utmost to prevent such circumstances, by 
combining current short-term high growth with future 
long-term stable growth, in order to avoid sharp volatility. 
In light of the need to maintain a basic balance between 
overall supply and demand, the rational limits for 1993's 
economic growth are: 1) GDP growth of about 10 percent 
(at comparable prices), 2) GVIO growth of approximately 
16 percent (at comparable prices), 3) GVAO [Gross Value 
of Agricultural Output] growth of around 4 percent (at 
comparable prices), 4) national fixed assets investment 
growth under 900 billion yuan; 5) overall retail commodity 
growth in the vicinity of 17 percent; 6) retail price rises of 
around 7 percent; 7) new bank loans of about 400 billion 
yuan; 8) currency issue at around 100 billion yuan. 


13 Percent: Going With the Natural Tendency? 


Certain other economists believe that 1993's high eco- 
nomic growth is fully grounded, as many of the promo- 
tional factors in and features of 1992's high economic 
growth still exist in 1993. Except for railway transport, as 
key basic industry supply will not see severe “bottleneck” 
restraints, maintaining a | 3-percent economic growth rate 
is supportable as far as transport capacity is concerned. 


State Council Development Studies Center specialists note 
that: In assessing our current economic conditions, we 
must not simply compare them with pac! years. While our 
past experience shows that in light of our current growth 
relations of currency issue, credit scope, and investment 
scale to GNP, China’s economy is already in an overheated 
state, our 14 years of reform and opening have actually 
brought great changes to China’s economic operating 
forces, so that many areas are not comparable to the past. 


1. The operating forces of China’s national economy have 
already made the transition from our traditional resource- 
supply and “bottleneck”-sector-rest saint features to a dual 
regulation pattern of demand-orientation and “bottle- 
neck”-restraint, with market demand having become the 
key factor affecting China’s economic growth. As to our 
situation in the first quarter of 1993, our economy is being 
driven mainly by the nonstate economy, whose growth is 
market-oriented. 


2. Market forces are playing the key role in the disposition 
of resources, gradually replacing the basic status of plan- 
ning. Market pricing accounts for 90 percent of industrial 
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consumer goods retail sales, 85 percent of farm by-product 
purchasing, and 70 percent of capital goods factory prices. 
So the percentage of market pricing has increased from 
about 50 percent five years ago to around 80 percent at 
present. 


3. Great changes have also occurred in our key investors 
and capital sources. In the first quarter of 1993, local 
project completed investment was up 80.9 percent over the 
same period in 1992, or 37.6 points higher than for central 
projects. And our self-raised fund investments were up 
92.4 percent. 

So the state must and should not slam the brakes on our 
high economic growth, but rather should go with the 
natural tendency. Neither 1993 economic growth 12.8 
percent higher than 1992's or industrial output growth 
above 20 percent are necessarily cause for alarm. 


The State Council recently took several macroeconomic 
regulation and control steps: |) It raised bank savings and 
loan interest rates; 2) It strictly examined and conscien- 
tiously inventoried all development zones; 3) It firmly 
curbed all high-interest investment. And it also clamped 
down on bank loans. It is predicted that these steps will not 
cause sharp economic fluctuation like past ones, but are 
certain to slow the economic growth rate somewhat. The 
height that our 1993 economic growth rate reaches will 
depend on how long these measures remain in effect, as 
well as on whether the state takes further macroeconomic 
regulation and control steps in the future. 


Readjust Industrial Structure To Promote Growth 


93CE0681A Beijing JINGJI RIBAO in Chinese 
8 Jun 93 p 7 


[Article by Shen Bainian and Shen Xiaohui: “Promote 
Rapid Growth of the National Economy by Readjusting 
the Industrial Structure”’] 


[Text] 


During the 14 years of efforts to implement the reform and 
opening to the outside world, the Chinese economy has 
experienced prominent progress, and the entire society has 
undergone historic, profound changes, thereby providing 
the foundation for the momentous economic development 
in the 1990’s. The important remarks made by Comrade 
Xiaoping during his southern inspections early last year 
and the successful 14th CPC Congress have given new 
vigor to economic development, indicating that the Chi- 
nese economy will enter a new stage of rapid growth. 
Infrastructure construction and the basic industries, espe- 
cially heavy industries, have once again become the 
leading industries in the Chinese economy. The develop- 
ment of those industries requires large-scale investment 
and construction effort, thereby contributing to the rapid 
growth of the economy. 


In the past decade and more, we have achivved rapid 
economic growth and improved people’s life greatly, 
through accelerating the development of light and textile 
industries and the industry producing home appliances of 
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the category of durable consumer goods. The current 
problem is that after tremendous economic development 
over the decade and more, China’s infrastructure and basic 
industries are, not only in terms of quantity but also in 
terms of quality, increasingly inadequate to meeting the 
requirements of the manufacturing industry, and that the 
structural dislocations within the industrial sector has 
already been producing serious adverse effects on eco- 
nomic growth and economic efficiency. According to the 
¢stimates made by the agencies concerned, in recent years 
the state has suffered losses in output value totalling nearly 
400 billion yuan and losses in profits and tax revenues 
totalling 50 billion yuan, because of the energy shortages 
resulting from insufficient railway capacities. The gap 
between the supply of key raw materials and the demand 
for key raw materials is becoming an ever serious problem. 
We can alleviate this problem by getting imports from the 
international market. But, it is unrealistic to base the 
development of the manufacturing industry of a large 
country like ours with such a large and rapidly developing 
economy, on the heavy and chemical industries of other 
countries. Obviously, if we develop infrastructure and the 
basic industries in a timely way and on a large scale, then 
there will be a firm foundation for the rapid growth of the 
Chinese economy in the 1990's and the next century, and 
we will be able to complete the modernization of the 
industrial structure amid rapid growth. 


As we should also note, in order to further improve the 
living standards in China in a significant way, it is neces- 
sary to achieve further substantial development in the 
heavy and chemical industries. In general, China has now 
resolved the issue of providing the masses with food and 
clothing, and people are entering the stage of having a 
comfortable life. The main deficiency regarding their con- 
sumption does not lie in the quantity of consumer goods 
but in the quality of consumer goods. The way to resolve 
this deficiency is not to “stimulate consumption,” but to 
upgrade industry. According to estimates based on current 
trends of economic development, in the 1990's, tele- 
phones, air conditioners, personal computers, finishings, 
motorcycles, passenger cars, and commercial housing will 
gradually become hot consumption items. In order to 
ensure fast growth in those durable consumer goods and 
commercial housing, highly developed heavy and chemical 
industries are needed to serve as the basis. Take the 
example of automobiles. In the 1970's, 20 percent of the 
steel products, 25 percent of the machine tools, over 50 
percent of the rubber, 60 percent of the glass, and 90 
percent of the gasoline in Japan were used by the automo- 
bile industry and its products. In the late 1990's, even if 
individual households are not owning cars on a widespread 
basis in China, just the intention of each newly established 
firm or large township enterprises to buy a vehicle will 
result in a demand for hundreds of thousands of vehicles. 
In order to achieve further qualitative development in the 
consumption on the part of urban and rural residents in 
the mid-1990’s and late 1990's, it is necessary to achieve, 
first, rapid development in the heavy and chemical indus- 
tries and in the transport industry. 
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opment of heavy and chemical industries and of infra- 


China have greatly increased their income, the consump- 
tion level has been stable, while there have been large 
increases in savings for several years in a row. According to 
estimates, in China people’s consumption accounts for 
around 55 percent of the GNP, a situation similar to the 
situation in Japan and some other countries during times 
of economic takeoff. The situation regarding people’s 
consumption has created needed conditions for large-scale 
investment. In the 1990's, with the development of the 
economy and growth in people’s income, savings are 
expected to continue to grow rather rapidly, thereby 
ensuring the provision of the capital needed for large-scale 
development. 


We also have a highly trained force of scientific and 
technological workers and a hard-working labor force. 
With the talent and intelligence of the Chinese people and 
the policy of reform and opening to the outside world, we 
are fully capable of acquiring the technologies as well as the 
management and business techniques needed to run a 
modernized economy, and capable of producing the best 
products at the lowest costs in the world, thereby putting 
ourselves in an advantageous position in the competition 
with other countries. 


Second, the functioning mechanisms of the economy which 
are appropriate to a socialist market economy are being 
gradually established. Over the decade and more, we have 
reformed the old planned economic system in a major way, 
and have achieved substantial progress in developing 
China’s socialist market economy, through streamlining 
administration, delegating power, carrying out price 
reform, and reforming the income distribution system. 


decade and more of efforts to implement the reform and 
opening to the outside world, the huge market potentia’ of 
China with a population of over one billion is being 


Hong Kong, and Taiwan, and to introduce advanced 


and exchanges, there will be an extensive market for the 
goods to be produced by China’s manufacturing sector 
which will have a growing capacity. Furthermore, in the 
1990's the Asia-Pacific region will be the region with the 
most vibrant economic growth in the world; and China 
and its neighboring countries will be contributing to each 
other’s rapid economic growth. 

When carrying out major adjustments of the economic 
structure in the 1960's and 1970's, Japan took the bold 
step of adopting a policy “of being tilted in favor of heavy 
and chemical industries,” and successfully carried out 
economic takeoff. The ROK followed suit, and achieved 
sustained, rapid economic growth. We are now faced with 
the same opportunity. Presently, the eastern developed 
regions of China, as the locomotive of economic develop- 
ment, are playing the main part in bringing about rapid 
growth of the national economy. When the economic 
development of the coastal developed regions in the East 
has stabilized, transfer capital, technology and manage- 
ment expertise to the central and western regions, so as to 
stimulate the economic takeoff of the central and western 
regions, thereby continuing the rapid growth of the 
national economy. Achieve rational macroeconomic level 
allocation of resources through gradually bringing about 
economic development of the eastern, central, and western 
regions. Because of such growth waves occurring one after 
another, China will have a period of rapid growth longer 
than any other country. 
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There exist many favorable conditions for achieving, and a 
good opportunity to achieve, rapid economic growth in 
China in the 1990's. In the absence of any large war or 
large-scale political turmoil, it is entirely possible to 
achieve an average economic growth rate or around 9 
percent. Nevertheless, in view of the historical experiences 
and current conditions of China and of the experiences of 
other countries at times of rapid economic growth, it is 
peat oy Rica Ay ce lee Agee Appt agi, 
several issues, in order to achieve sustained, steady, and 
rapid economic growth during the 1990's. 


First, it is necessary to pay attention to the issue of inflation. 
During the 1990's, with the substantial development of the 
Chinese economy and the further opening up of China to 
the outside world, the renminbi will gradually become a 
convertible currency. Thus, economic fluctuations around 
the world will have greater impact on the development of 
the Chinese economy. In addition, the domestic economic 
structure will undergo major adjustments. Consequently, it 
is unavoidable that there will be inflation of some severity. 
However, there will be a question of degree here. If there is 
double-digit inflation for several years in a row, such 
inflation will disrupt the normal order of economic devel- 
opment, and be unbearable to the population, thereby 
adversely affecting economic and social stability. To do a 
good job of resolving this issue, it is, first of all, necessary 
to provide right consumption guidance, so as to make sure 
that consumption demand increases in a gentle manner. As 
the economy will grow at a high rate during the 1990's, the 
scale of investment will tend to be large. If consumption 
also gets overheated, and if as a result the phenomenon of 
expansion of both investment and consumption reoccurs, 
then there will inevitably occur high-rate inflation. There- 
fore, it is not proper to excessively stimulate consumption. 
Secondly, it is necessary to adhere to the policy of main- 
taining monetary stability. We should not only take 
account of the need to satisfy the monetary demand 
presented by rapid economic growth so as to promote 
economic development, but also pay great attention io 
maintaining monetary stability and handle well the rela- 
tion between short- and long-term interests, so as to ensure 
sustained long-term, healthy economic development. 


Second, do a good job of resolving the issue of economic 
efficiency. The issue of low economic efficiency has been a 
problem in China’s economic development that has not 
been resolved in a satisfactory manner after the passing of 
so much time. In general, China’s economic development 
is in the category of being based on speed-based returns. 
Although, China now enjoys many favorable conditions 
for sustaining rapid economic development, the per capita 
amounts of resources and output are still very small. Rapid 
economic growth requires a large amount of capital and 
abundant resources and requires that the products of 
enterprises should be competitive on the international 
market. If we continue to follow the strategy of extensive 
operation, it would be very difficult to make the Chinese 
economy climb another step. Therefore, it is necessary to 
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make painstaking efforts to promote structural optimiza- 
tion, to achieve technological progress, and to improve 
management, thereby achieving high growth rates on the 
basis of continuously improving economic efficiency. 


Third, establish an effective macroeconomic regulation and 
control system. To have a socialist market economy does 
not mean to let things develop in a unrestricted way. “/hile 
making efforts to transform enterprises’ operating mecha- 
nisms and to invigorate the enterprises, we should increase 
our ability for macroeconomic regulation and control. It is 
especially necessary to do a good job of keeping a basic 
equilibrium regarding national aggregates. It is necessary 
to reform the investment system. In recent years, China’s 
investment system has undergone profound changes. The 
proportion of government investment is decreasing daily. 
The capital needed for the large-scale construction to be 
carried out during the 1990's will mainly come from 
society. In view of all this, it becomes necessary to ener- 
getically develop direct fund-raising channels, in addition 
to conducting indirect fund raising. It is necessary to 
perfect the relevant system and proceed gradually on the 
basis of accumulating experience. At the same time. it is 
necessary speed up the effort to establish a unified national 
market, and to achieve rational macroeconomic level 
allocation of resources, so as to combine upgrading the 
industrial structure with giving play to the strengths of the 
regions, thereby preventing the rapid growth of the 1990's 
from bringing about such problems as each organization or 
region acting in accordance with its own plans, duplicate 
construction, and duplicate introduction of things from 
abroad. 


Fourth, handle well the issue of transferring surplus rural 
labor force. In the last few years, large numbers of peasants 
from the central and western regions have been trying to 
find employment opportunities in the eastern developed 
regions, resulting in ever stronger “tides of laborers.” Such 
circulation of labor force is conducive to resolving the 
labor shortages in the regions experiencing rapid economic 
growth, and is also helpful to combatting the excessively 
rapid growth in wages in those regions, thereby increasing 
the competitiveness of those regions’ exports. It may be 
said that the surging tides of ‘aborers are an overture 
preceding the far-reaching emancipation of the mind of the 
Chinese peasants, and the prelude to the economic leap 
forward in the central and western regions of China. The 
relevant agencies and organizations as well as the localities 
can get the laborers organized, and transfer them to the 
coastal regions in a planned, step-by-step manner, so as to 
reduce the mindlessness involved. We should also make 
great efforts to develop township enterprises in the central 
and western regions, and try as much as possible to find 
local solutions to the employment problem, thereby 
keeping control over the “tides of laborers” so that society 
will find the such tides tolerable, and moving toward a 
situation where the movement of surplus peasant labor 
force is under the state’s macroeconomic level regulation. 
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[Article by Liaoning Statistical Bureau Chief Zhang Benbo 
(1728 2609 0514): “Looking at Liaoning Dialectically”] 


[Text] The slogan “Conduct a Second Pioneering Effort” 
and restore Liaoning’s heroic style solemnly proposed by 
the provincial party committee and the provincial govern- 
ment has extremely important practical significance in 
stimulating the people of the entire province to restore 
Liaoning’s economy and move Liaoning’s reform and 
opening up and economic development up to a new higher 
level. 


Viewing Liaoning’s Changed Economic Position Totally 
Objectively 


Since reform and opening up, with the acceleration of 
economic development in regions throughout the country, 
Liaoning’s economic development has encountered a huge 
challenge, producing a sense of crisis. But soberly cons.d- 
ering the issue, we should now look at the seriousness of 
the declining position of Liaoning’s economy and we also 
should look at the overall strength of Liaoning’s economy 
and its remaining indispensability to the entire country. 
The key is to increase self-confidence and do a good job of 
self-adjustment and recouping our strength to follow a new 
path to economic development. 


Liaoning is an industrial base developed from the focussed 
investment of the state’s First Five-Year Plan. Until now 
this has been admired by people outside the province. In 
the more than forty years since the founding of the 
country, Liaoning has made a huge contribution to 
national economic development. Accumulated net submis- 
sions to state financial revenue have reached more than 
170 billion yuan. These funds are the equivalent of estab- 
lishing two more industrial bases like Liaoning. But since 
reform and opening up, in the process of converting to a 
socialist market economy system, Liaoning has been 
regarded as the oldest “unitary planned economic base” in 
the country and its economic development has corre- 
spondingly lagged and its position in the national economy 
has gradually fallen back. From the perspective of the 
overall economy, from 1978 to 1991 it fell from third place 
in national income to fifth place, its total value of indus- 
trial output declined from second place to sixth place, the 
value of output of heavy industry fell from first place to 
second place, and its revenue declined from second place 
to fourth place. With its economic pusition falling back, 
national reliance on Liaoning has gradually weakened. In a 
certain sense that is understandable and inevitable in the 
development of the national economy and hard to avoid 
repeating in the future. If the rate of economic develop- 
ment of the vast majority of regions throughout the 
country still lags behind Liaoning, that would indicate that 
Liaoning is no longer very useful in promoting national 
economic development. In adjusting the strategic goals of 
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Liaoning’s economic development, we should look at the 
changes in the condition of this province dialectically and 
we should fully evaluate our overall economic strength and 
foundational situation and increase our self-confidence. In 
analyzing the overall strength of the economy, we should 
first look at per capita economic toials; second, we should 
look at the economic technology base. As regards per 
Capita economic totals, in 1991 Liaoning per capita gross 
national product reached 2,707 yuan. With the exception 
of the three municipalities such as Shanghai, it ranked 
second among provinces and regions (Guangdong was 
2,823 yuan). The per capita naticaal income was 2,194 
yuan, first among provinces and regions. It still ranked 
first in the country in original value of fixed assets and had 
about 6.5 percent of the country’s technical personnel, 
ranking second, and it led the nation in output of such 
major heavy industry products as steel and steel products, 
pig iron, electrical energy production, and soda ash. This 
all indicates that Liaoning’s overall economic strength is 
still abundant and that it still plays an important role in 
national economic development. In evaluating the change 
in Liaoning’s economic position, we also should maintain 
the perspective of seeking truth from facts; not only look at 
the seriousness the economic position falling back, but also 
based on the entire nation, looking at it from the perspec- 
tive of historical development. Certainly, Liaoning’s eco- 
nomic development is facing a series of challenges coming 
from such aspects as the demands of the domestic and the 
international markets, new and developing industries as 
opposed to traditional industries, new high technology as 
opposed to traditional technology, the rapid and sudden 
appearance of backward regions, ard the nonstate 
economy as opposed to the state economy. If we only 
increase our confidence and deepen our awareness of our 
provincial characteristics, and do a good job of self- 
adjustment of the old industrial base and rejuvenating the 
foundation by developing or establishing new economic 
growth points in accordance with the demands of the new 
socialist market economy system by taking a new path to 
economic development, the prospects for restoring the 
heroic style of the old industrial base still will be bright. 


We Should Make a Speci“ic Analysis of the Seriousness of 
Liaoning’s Falling Economic Position 


For a long time, Liaoning has taken the path to economic 
development of a unitary planned economic model. So, in 
such aspects as its economic system and operating mech- 
anisms and industrial structure it has had some special 
characteristics, including some special contradictions. Not 
only do we have a perceptual problem regarding these 
characteristics and contradictions, but we also need to 
deepen our specific analysis. We are in basic agreement 
with the views set forth in the Government 'Work Report 
regarding the long-term problems in Liaoning’s present 
economic development, but we must make further supple- 
mentary analyses of Liaoning’s economic problems. We 
believe that the present decline in Liaoning’s economic 
position, a falling back in its position, and the somewhat 
widening gap with some coastal regions, in addition to 
being caused by ideological concepts, the thinking not 
being liberated, and the unflexible policy from a purely 
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economic perspective, comes mainly from being influ- 
enced and hampered by the unitary planned economy 
system and not doing a good job of dealing with the six 
economic relationships in determining goals for economic 
development. The first relationship is the one between the 
urban economy and the rural economy. This is manifest in 
the emphasis on the urban and neglect of the rural. We still 
have not placed them in the cooperative development 
position of advancing side by side. Especially, there is 
insufficient emphasis on developing township enterprises 
as the mainstay nonagricultural industries in the rural 
economy, leading to comparably slow rural economic 
development. Despite the fact that the provincial rural 
economy had extraordinary growth in 1992, it was only 
32.7 percent of the province’s total value of output, rather 
far short of Shandong (54.5 percent), Jiangsu (54.6 per- 
cent), and Guangdong (42.2 percent), and still 5.2 per- 
centage points below the national average (37.9 percent). 
The second relationship is the relationship between the 
state economy and the nonstate economy. This is manifest 
in an emphasis on the state and neglect of the collective. 
We are unable to make up our minds about developing the 
state-run or the individual economies, causing us to a 
certain extent to lose the opportunity to promote economic 
development by converting mechanisms. In total value of 
industrial output for all industries of Liaoning, Jiangsu, 
Shandong, and Guangdong in 1991 for example, the value 
of output of state industry for Liaoning was 112.1 billion 
yuan, and for Jiangsu it was 194.3 billion yuan, for 
Shandong it was 103.9 billion yuan, and for Guangdong it 
was 97.4 billion yuan. Liaoning had the greatest output 
value. But in the value of output for such nonstate indus- 
tries as collective, urban and rural individual, and other 
types, there was a grcat disparity between Liaoning and the 
three provinces. Liaoning was 74 billion yuan and Jiangsu, 
Shandong, and Guangdong were 211.7 billion yuan, 156 
billion yuan, and 155 billion yuan, respectively. Liaoning 
was less than half each of the three provinces. In nonstate 
percentage of industrial value of output, Liaoning was 39.7 
percent, but Jiangsu was 67 percent, Shandong was 60 
percent, and Guangdong was 61.4 percent. In total profit 
taxes, Liaoning collective and other types of industries 
made up only 24.7 percent, but Jiangsu made up 45.3 
percent, Shandong’s made up 32.9 percent, and Guang- 
dong’s made up 38.2 percent. In fixed asset investment, 
Liaoning’s collective and urban and rural individual 
investment made up 17.9 percent, but Jiangsu’s was 62.1 
percent, Shandong’s was 46.8 percent, and Guangdong’s 
was 32.6 percent. The third relationship is the relationship 
between traditional industries and new and developing 
industries. This is manifest in a disjointed and mutually 
unadapted adjustment in the technological structure and 
the industrial structure. For a long time, in adjusting 
traditional industrial structure, we have instead empha- 
sized the resource advantage and the production advan- 
tage and have not sufficiently emphasized promoting the 
development of related industries, especially new high 
technology industries, causing the level of industrial devel- 
opment to be rather low. Presently province-wide tech- 
nology intensive industries make up only about 5 percent 
of provincial industry and their output makes up about 10 
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percent of provincial total value of industrial output, net 
Output value, and profit taxes. Ninety-five percent of the 
industrial enterprises are capital intensive or labor inten- 
sive. In the development of light industry, we are slow to 
anticipate changes in market consumption and have not 
boarded the “fast train’ of product technological 
upgrading of some of the coastal regions. From the 1988 
improvement and rectification until now, production still 
has not been extricated from difficulty and market cov- 
erage has constantly shrunk. The fourth relationship is the 
relationship between increases in fixed assets and adjust- 
ments of stocks. This is manifest in an emphasis on 
increases and neglect of adjustments of stocks. Sufficient 
attention is not paid to the two as organically integrated. 
From a comparison of capital construction and technolog- 
ical updating investment in the fixed asset investment of 
state units in the Sixth Five-Year Plan and the Seventh 
Five-Year Plan alone, in ten years capital construction 
investment completed made up 50.5 percent of the total 
and technological updating investment completed made 
up only 40.3 percent. Moreover, in technological updating 
investment, largely expansive new and extended project 
investment made up 35 percent and that used for invest- 
ment in civil engineering construction made up approxi- 
mately 50 percent or more. That used for investment in 
authentic technological updating only made up about 26 
percent and within that that used in upgrading equipment 
only made up about 10 percent. The fifth relationship is 
the relationship between large- and medium-sized enter- 
prises and small enterprises. This is manifest in an 
emphasis on the large and a neglect of the small. Because 
for a long time Liaoning has formed a large industry 
financial resource structure, the profit taxes paid by large- 
and medium-sized enterprises make up 65 percent or more 
of provincial revenue and objectively there is an emphasis 
on the large and a neglect of the small. As regards Liaon- 
ing’s economic structure, the large- and medium-sized 
enterprises fully playing the mainstay role cannot be 
shaken and the orientation is correct. The problem is for us 
to pay sufficient attention to coordinating and completing 
the development of large- and medium-sized enterprises 
with the development of small enterprises, while enliv- 
ening the large- and medium-sized enterprises. Small 
enterprises’ contribution to the economy has constantly 
declined. As a share of total industrial output value, small 
enterprises declined from 40.4 percent in 1980 to 32.3 
percent in 1991. The sixth relationship is the relationship 
between production and circulation. This is manifest in an 
emphasis on production and a neglect of circulation. 
Because for a long time Liaoning was rather deeply influ- 
enced by the unitary planned system and state enterprise 
production assignments were set by the state and products 
were allocated by the state, thinking often remains at the 
product economy stage and only emphasizes production 
and does not give serious consideration to market com- 
modity circulation. As far as the present is concerned, in 
our subjective thinking we have not grasped circulation as 
we have production. Such market systems as the consumer 
product market, the capital goods market, the money 
market, and the technology market still are not sound 
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enough, and tertiary industry still is not very developed, 
correspondingly restricting Liaoning’s economic develop- 
ment. 


Some Viewpoints on Economic Development Thinking 


Based on the analysis given above, we believe that 
restoring Liaoning’s heroic style is not duplicating old 
features, but enhancing new structures. Concrete imple- 
mentation of provincial economic development thinking 
in the present and future stages should pay attention to the 
following three issues: The first is that with the guiding 
thought of economic development, we should pay atten- 
tion to adhering to the principles of seeking truth from 
facts, acting in accordance with our capabilities, and 
steadily advancing. We should not simply compare our 
relative position and our speed with outside provinces and 
cities, but we should begin from Liaoning’s objective 
Situation and increase our sense of urgency about the 
development of our situation and we should guard against 
being impatient for success and big highs and lows in the 
economy. Especially as we move into the new socialist 
market economy system situation, we must come to an 
even clearer understanding of all aspects of economic 
activities and more adequately evaluate favorable condi- 
tions and unfavorable factors and strive to make the focal 
points stand out and set goals and see results. At the same 
time, we must conscientiously do a good job of overall 
balancing and do a good job of handling several major 
proportional relationships in the national eccnomy. The 
second issue is that in economic development goals we 
must persist in concentrating on improved economic per- 
formance and pay attention to integrating the rate of 
economic growth with economic performance and guard 
against one-sided pursuit of output value, making output 
value the hero and overlooking economic performance 
trends, and strive to take the path of small input and large 
output and low consumption and high results. In 1992 the 
rate of growth of the provincial value of industrial output 
was a relatively high (18.9 percent), but it still did not 
make a fundamental improvement in converting overall 
economic performance. The composite index of industrial 
economic performance was only 82.1 percent, 6.9 per- 
centage points lower than the national average, and there 
still was not a very great improvement in such economic 
performance indicators as the rate of the net value of 
industrial output, the profit tax rate on the value of output, 
the sales profit tax rate, the capital profit tax rate, the cost 
profit ratio, and the capital circulation turnover frequency. 
The use of “three kinds of funds” comes to as high as 57.1 
billion yuan and makes up 46 percent of the total funds in 
circulation, an increase of 18.5 percent over the previous 
year. This high rate of use and high input and low output 
exchange performance is unacceptable. The third issue is 
that we should emphasize and utilize the advantages that 
we currently have as determined by the characteristics of 
our province and we should seek new points of economic 
growth. The key is to do a good job of handling adjustment 
and developmental relations. As far as adjustment is 
concerned, the key is to center on breaking the closed 
circuit of the internally oriented industrial structure and, 
in accordance with large socialized production and the 
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demands of the socialist market economy as well as the 
principle of comnion enjoyment of benefits, and division 
of labor and cooperation, increase economic and technical 
exchanges within the country and outside and within the 
province and outside, and promote coordinated develop- 
ment among various industries. In adjusting the industrial 
structure, the key is in adjusting excellent current fixed 
assets. On the one hand, we sshould introduce technology 
and using foreign funds as well as use new high technology 
and high starting points to update the technology of 
traditional industries. On the other hand, we should 
increase efforts to adjust the structure of business organi- 
zations to realize the goal of economies of scale. As far as 
development is concerned, we should seek new economic 
growth points. 


First, we should make a great effort to cultivate nonstate 
economic development. The nonstate economy has been a 
“shortcoming” of Liaoning’s economic development for 
several years and a major factor causing Liaoning’s eco- 
nomic position to fall back. Between 1985 and 1991, new 
increases in the output value of state industries in the four 
provinces of Liaoning, Jiangsu, Shandong, and Guangdong 
were all between 59 billion yuan and 64 billion yuan, on a 
par with one another. But nonstate industry opened a big 
gap. Liaoning's new increases in output value were only 49 
billion yuan and the other three provinces’ new increases 
in output value were all 120 billion yuan or more. Making 
a further comparison with Shandong Province that has 
provincial characteristics rather close to Liaoning’s, in 
1985 Liaoning’s and Shandong’s level of industrial devel- 
opment were roughly equal, with Shandong still lower than 
Liaoning by 9.2 billion yuan. In 1991, however, Shandong 
exceeded Liaoning by 73.9 billion yuan. Liaoning’s state 
industry in 1991 was still higher than Shandong’s by 8.2 
billion yuan, but nonstate industry fell by 4.2 billion yuan 
from 1985 and in 1991 the gap reached 82.1 billion yuan. 
In the same period, the value of output of Shandong’s 
nonstate industry increased by 450 percent and Liaoning’s 
only increased by 200 percent. Fixed asset investment was 
also this way. Liaoning’s absolute amount and rate of 
increase of state investment were both at the same level as 
Shandong’s, but nonstate investment was far behind Shan- 
dong’s. In 1991 Liaoning’s nonstate investment was only 
5.7 billion yuan and Shandong’s was 20.6 billion yuan, 
more than 2.6 times Liaoning’s. Compared with 1985, 
Liaoning’s nonstate investment increased by 80 percent, 
but Shandong’s increased by 120 percent. The above 
comparison shows that the capacity and potential of Lia- 
Oning’s nonstate economic development is exceedingly 
great. Why do we say that we must cultivate development? 
The implication is that in enhancing macroeconomic con- 
trol and policy slants we should get a good grasp on 
developmental forces to avoid springing up all over the 
place and blind development. We believe that in imple- 
menting the policy to develop the nonstate economy, we 
should adhere to the principle of “active support, reason- 
able planning, correct guidance, and augmented adminis- 
tration” and, starting from reality and suiting measures to 
local conditions, the key points of development should be 
placed on products that complement big industry, develop 
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and use new high technology, and earn foreign exchange 
from export as well as serve the people’s livelihood. There 
should be strategic emphasis on development of rural 
enterprises as the only way to restore Liaoning’s economy, 
expand financial resources, and make the rural economy 
prosper. We should accelerate the cultivation of develop- 
ment, but we should pay attention to increasing categorical 
guidance, and we should actively support enterprises that 
conform to industrial policy and have good economic 
performance. We should conscientiously make the neces- 
sary adjustments in enterprises that have low product 
quality and high consumption, and are lacking in perfor- 
mance and are heavy polluters. In localities that are weak 
in township enterprise development, we should have 
planned development in accordance with the p.inciple that 
materials have their sources, products have their markets, 
and social benefits are good. In localities that have a solid 
base for township enterprise development, we should 
concentrate on enhanced administration and updating of 
technology and expand the production of marketable prod- 
ucts and do a good job of updating products to avoid 
another impact on the changing economic situation. 


Second, we should give the development of tertiary 
industry a free hand and increase the development of 
market systems and service systems. Liaoning’s economic 
strength is still rather formidable, but the problems that 
are currently reflected are principally the aging of the 
economic structure, single function, and unsound market 
development. So, accelerated development of tertiary 
industry is presently extremely important. The present 
development of tertiary industry should be in accordance 
with the demands of the socialist market economy, stress 
the main points, and move forward in steps, and the 
developmental emphasis should be placed on the circula- 
tion industry. That is, on the wholesale and warehousing 
industry for capital goods and means of subsistence. In the 
hardware environment, we should increase the develop- 
ment of the transportation industry and in the service 
provider system area we should accelerate the cultivation 
of the finance and insurance industries. At the same time, 
we should complete market development in such areas as 
talent, technology, consultation, and real estate, and the 
standardization and legalization of market operations. 


Third, we should launch new products and accelerate the 
rate of new high technology development and the devei- 
opment of new high technology industries. Presently we 
should concentrate on three aspects of accelerated devel- 
opment. In one respect, we should have scientific and 
technical units, technical institutes and universities, and 
large- and medium-sized enterprises take the lead in accel- 
erating scientific and technical research and development 
and opening channels so that new technology can be 
rapidly converted to productive forces. In another respect, 
by introducing high starting point technology and 
digesting and absorbing it, closely integrated with restruc- 
turing iraditional industries, we should improve the tech- 
nical content of the output. And in another respect, we 
should accelerate the development of new high technology 
parks and implement a preferential policy for economic 
and technical development regions to attract domestic and 
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foreign joint initiation and development of every eco- 
nomic component. Using accelerated development of new 
high technology and the development of new high tech- 
nology industries in these three respects will improve the 
technical level of Liaoning’s material base. 
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[Article by Liu Hongru (0491 7703 0320), chairman, the 
Securities Supervision and Control Commission of China: 
“The Stock Market: Risks and Management”] 


[Text] [Editor's Note] As all things in the world have, 
without exception, a dual character, the share system and 
stock market are also a double-edged sword. Used properly, 
they can spur the economy to develop rationally and rapidly. 
Otherwise, they can also bring painful consequences to the 
economy anu society as a whole. [end of editor's note] 


The following article objectively reviews the experience and 
lessons of some worldwide stock disasters and, in the light of 
China’s special conditions, scientifically expounds the direc- 
tion for the development of its share system and stock 
market. The article is based on a great deal of investigation 
and study of both positive and negative experiences at home 
and xhroad by the writer in recent years. The questions 
raised in the article are extremely important, to the point, 
and incisively discussed. Readers are urged to study it 
seriously. 


The positive role of China’s share system and stock 
market, now being experimented, in facilitating lending 
and borrowing, changing the business management 
system, and readjusting the economic structure has 
become increasingly obvious. Facts have also shown that 
this is a really effective way to consolidate and develop a 
socialist economy with public ownership playing the dom- 
inating role. The experiment must be continued. However, 
international experience also tells us that the stock market 
is very risky. Like a double-edged sword, it plays a positive 
role in spurring economic development, but can also have 
an adverse impact on the economy. In serious cases, it may 
cause major disturbances, even create social problems, and 
affect social stability. We must seriously sum up the 
experiences and lessons of international stock disasters, 
learn from the good experiences and methods of other 
countries in dealing with risks and strengthening manage- 
ment, and in the light of China’s realities find the way for 
the healthy development of the stock market under the 
socialist system. 


Experiences and Lessons of World Stock Disasters 


Looking back in history, rudimental forms of securities 
markets appeared in certain European and American 
countries with well-developed credit economic relations at 
the turn of the 17th and 18th centuries. The first English 
exchange was formed on the basis of informal trading at 
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the Jonathan Cafe in London in 1773. The Philadelphia 
exchange, the first in America, was born 17 years later in 
1790. In the past 220 years and more, securities markets 
have developed very fast. First bonds and debentures, then 
stocks, the volumes issued and traded have increased 
rapidly. And, as stock trading grows, stock disasters also 
take place from time to time. 


—World economic crisis inevitably brings world stock 
disaster. The first major stock disaster occurred in 
1929-1933. In the 10 years from World War I to 1929, 
the United States per capita gross national product 
increased 53 percent, rising to first place among the 
world’s econoniic powers. At that time, there were no 
sound laws and regulations governing the stock markets 
and no powerful organizations to control them in the 
United States, Great Britain, and other countries. There 
were, instead, rampant speculation and a lot of market 
manipulation, fraud, and credit transactions, and stock 
prices skyrocketed. In 1929, the Dow-Jones index of 30 
industrial stocks reached a record high of 452 points, but 
on 28 October began to fall precipitously. In October 
and November that year, the index of industrial stocks 
dropped 36 percent, causing a total loss of $26 billion. In 
the year between 1929 and 1930, the index of industrial 
stocks dropped 89 percent. Because of the mutual eco- 
nomic infiltration and ties in the world, the stock 
disaster in the United States also spread to other eco- 
nomically developed countries. 


—When bubbles occur in the economy, stock prices are 
bound to fluctuate violently, leading to stock disasters. 
After the first world economic crisis and stock disaster, 
the stock markets in capitalist countries went through 
countless major and minor fluctuations, and the second 
world stock disaster erupted in October 1987. 


On Monday, 19 October 1987, the U.S. New York Stock 
Exchange went into a spell of panic selling, and stock 
prices plummeted. The Dow-Jones index of industrial 
stocks fell 508 points, or 23 percent, in a single day, far 
exceeding any one-day fall when the stock market col- 
lapsed in October 1929. It is called “Black Monday.” In a 
few short hours, more than $500 billion in stock value 
evaporated like burst soap bubbles. The fear of collapsing 
stock markets quickly spread, and stock prices plummeted 
in stock markets all over the world. 


The 1987 world stock disaster was caused by a series of 
complex factors. First, the stcck markets in the Western 
countries had been growing steadily for a very long period 
of time. In the United States, between 1982 and 1987, the 
Dow-Jones index rose 250 percent, while the GNP 
increased only 20 percent. In comparison with economic 
growth, the stock market was like a heap of huge bubbles, 
concealing the real growth of the economy and presenting 
a picture of false prosperity, or a bubble economy. At the 
same time, the long-running bull market gave people an 
optimism and illusion and made them feel, when looking 
at the stock market, that it was normal and that if they 
invest in stock they would make money. This illusion 
increased the expansion of the economic bubbles. Second, 
since the mid-1980’s, a large number of institutional 
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investors, such as pension funds, insurance companies, 
investment funds, and so forth, joined in stock market 
activities and caused the markets to expand. With the 
widespread application of computers and modern commu- 
nications technology, a global market running at high 
specd almost nonstop around the clock came into being, 
which at the same time also provided the foundation and 
condition for the outbreak and swift spreading of a world- 
wide stock disaster. Third, since the 1980's, the developed 
countries pursued a laissez-faire financial policy and an 
expansionary currency policy, which resulted in a great 
deal of money in the markets and at the same time made it 
possible for large scale international capital circulation. A 
considerable part of the money flowed into the high-profit 
stock markets. Many speculators borrowed money to buy 
and sell stocks in a big way, stirred up waves, and pushed 
the stock market skyward. In this setting, the bubble 
economy expanded further. 


—Violent fluctuation of stock prices is apt to occur in the 
developing countries and areas, where securities markets 
are just beginning to develop with no sound laws and 
regulations, and where speculation is rampant, the 
market is manipulated by big players, and stock owners 
have very little sense of risk. In Taiwan, four stock 
disasters occurred between 1963, when the first securi- 
ties exchange was established, and 1983. In one 
instance, because of plummeting stock prices, the 
masses surrounded the “Ministry of Economic Affairs,” 
and the authorities were forced to buy back the stocks 
issued by enterprises. 


Since 1986, Taiwan has maintained a huge trade surplus, 
revalued upward the new Taiwan dollar, and relaxed 
foreign exchange control. With large sums of money 
pouring in from abroad, and also influenced by the soaring 
New York and Tokyo stock markets, stock prices in 
Taiwan rose sharply, and the stock market went into an 
unprecedented frenzied state. On 10 February 1990, the 
Taipei Securities Exchange combined stock price index 
reached an all time high of 12495 points. To stabilize the 
stock market, the Taiwan authorities intervened with 
coercive administrative measures, which caused the stock 
market to collapse for the fourth time. By | October 1990, 
the index feli to 2564.7 points, a 79.5 percent drop. 


The important reasons for the wild rise of Taiwan stock 
prices are: First, Taiwan’s economy grew rapidly in the 
1980's. Second, the supply of stocks fall short of demand. 
Not many companies are listed, and of the stocks on the 
inarket only 20 to 40 percent are held by the general public, 
the rest being held by the government and private families. 
Third, supervision and control of securities companies are 
lax. The number of securities companies increased from 28 
in 1987 to 373 in 1990. With so many securities companies 
competing blindly, stock prices are pushed upward, and 
about 40 percent of the deals are controlled by illegal 
underground investment companies. Fourth, too many 
investors, about 95 percent, are individuals who have no 
investment experience, blindly follow the big players in 
buying and selling, tend to believe in rumors, and are often 
fooled and cheated. 
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A regional stock disaster also occurred in Hong Kong in 
1973. Stock prices began to fall in March and continued 
falling for more than a year. During 1973 and 1974, most 
stocks fell below par value. 


Besides Taiwan and Hong Kong, similar stock market 
violent fluctuations have also occurred in Korea and 
Indonesia. 

Stock disasters brought shocks to the economy, hampered 
the development of the stock markets, but at the same time 
also enabled the people to gain experience and draw 
lessons. To avoid recurrence of stock disasters, some 
countries and areas have tried their best to objectively 
analyze the cause of each stock disaster and study and 
improve the management system and 

mechanism. 


market operat 
—Enactment and perfection of laws and regulations. At the 
time when the 1929-1933 stock disaster struck, there 
was virtually no law and regulation governing the stock 
market in the United States. As a result, the stock 
market was fraught with swindling and manipulative 
activities. Therefore, when President Roosevelt took 
office, he quickly began to overhaul the stock market 
and adopted certain reformative measures. The first 
step was to enact laws and regulations governing secu- 
rities. Since then, a fairly complete system of market 
laws and regulations has been formed in the United 
States. So far, there are six major U.S. laws governing 
the securities market: the “1933 Securities Law,” “1934 
Securities Trade Law,” “1935 Public Utilities Stock- 
holder Company Law,” “1939 Trust and Contract 
Law,” “1940 Investment Company Law,” and “1940 
Investment Advisory Law.” The sole purpose of these 
laws is to protect the investors’ interests by setting a 
standard for the behavior of market participants and 
insuring the stable development of the market. 


After the stock disaster, Hong Kong enacted the “Securi- 
ties Regulations” and “Regulations for the Protection of 
Investors” in 1974 and the “Regulations Governing the 
Buy-out and Merger of Companies” in 1975. 


Drawing lessons from the stock disasters of others in 
developing their own stock markets, many countries and 
areas have established their own system of laws and 
regulations. Generally these systems of law and regulations 
have one principal “securities law” or “securities trade 
law” as the basis with special laws and regulations enacted 
to complement the incompleteness or lack of detail of the 
principal law. Below the laws and regulations are specific 
administrative regulations and rules for implementation. 
On the basis of these laws and regulations, the securities 
exhanges and securities trade associations formulate their 
own self-discipline management rules. In this way, a com- 
plete and level-by-level system of laws and regulations 
governing the securities market is formed, laying the 
foundation for the sound development of the securities 
market. 


—Establishment and strengthening of a supervisory and 
controlling body. The lessons of the stock disasters have 
shown that the sound development of the securities 
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market requires a special supervisory and controlling 
body to exercise unified control over the market, enforce 
laws and regulations, and discover and solve problems 
in good time. Therefore, the second step taken in the 
United States and other Western countries after the 
stock disaster of the 1930’s was to establish special 
supervisory and controlling bodies for securities and 
their trading. 
The supervisory and controlling systems in various coun- 
tries and areas of the world seem to fall into roughly two 
types. One type is special supervisory and controlling 
bodies set up by governments, as those in the United 
States, South Korea, Japan, Hong Kong, Singapore, Thai- 
land, France, Taiwan, and other countries and areas. The 
other type is not special supervisory and controlling bodies 
set up by governments, but self-discipline and control 
systems organized by the securities markets themselves, as 
in Britain and other European countries. It seems that the 
importance in setting up a centralized, unified, and author- 
itative body is being recognized by more and more coun- 
tries and areas. The establishment of such an independent 
supervisory and controlling body with centralized 
authority is the trend in stock market supervision and 
control and an important measure for the improvement of 
the markets. 


—Guarantee of the quality of listed enterprises. Specific 
requirements enterprises must meet to be listed in the 
stock market differ from country to country. In the 
United States, the stock exchanges require enterprises 
applying for membership to meet a series of strict 
conditions, in addition to considering the nature of their 
business, the market of their products, and the reputa- 
tion of their management. Generally similar conditions 
are also required of listed companies by securities 
exchanges in other countries and areas. In Taiwan, 
besides standard stock market listing requirements, 
there are also minimum conditions for issuing stocks. 


In short, the quality of the listed companies must be 
assured, which is an important part of preventing stock 
disasters, as shown in the early stage of the development of 
stock markets in the capitalist countries. 


— Strengthening control of securities dealers. As an inter- 
mediary between investors, the stock exchange, listed 
companies, and competent government departments, 
the securities dealers occupy a special position, and 
failure to keep them under control will lead to serious 
damages to the stock market. In 1991, when the scandal 
of the fraudulent practices of Japan’s four major securi- 
ties companies was exposed, it immediately sent the 
stock market into a nose-dive. In Taiwan’s stock 
disaster, an important lesson is that the securities 
dealers grew too fast. 


For the control of the securities dealers, all the countries 
and areas have specific requirements according to their 
own different conditions. There are many ways to punish 
the securities dealers for illegal activities, including 
warning, fine, short-term suspension, revocation of 
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license, ordering the exchange to cancel their membership, 
criminal investigation and prosecution, and so forth. 


Keeping the securities dealers under control is a compli- 
cated and painstaking job, for which all the countries and 
areas have very specific rules and regulations. With the 
occurrence of market fluctuations and stock disasters, all 
the countries and areas have constantly revised and 
improved their laws and regulations for controlling the 
securities dealers. These actions have had a positive 
impact on stabilizing the stock market and preventing 
stock disasters. 


— Strengthening the role of the intermediary service orga- 
nizations in society. Besides the securities dealers, the 
intermediary service organizations in society also 
include the offices of accountants, lawyers, asset 
appraisers, and so forth, whose independent audits and 
appraisals conducted according to relevant laws and 
regulations serve as effective outside supervision of 
companies and make it possible for investors to invest in 
securities with confidence. Some people figuratively call 
them the government’s unpaid “economic police.” 


Lawyers take part in a wide range of activities of the 
securities market. Generally they help companies prepare 
the prospectus and other registration papers, examine the 
legality of relevant documents, and offer opinions on stock 
issues, payment for shares, shareholders’ limited liabilities, 
and other legal matters. Lawyers must also check the 
wording of reports to make sure there is no misrepresen- 
tation or misinformation. The job of accountants in the 
securities business is to audit the books of companies 
which have issued stocks or are listed in the stock market 
and to check the truthfulness and accuracy of the financial 
indicators and business performance of enterprises. The 
asset appraisal organizations appraise the value of the 
assets of enterprises accurately and reasonably according 
to government-prescribed standards, and will be held to 
account for false appraisals in violation of prescribed 
standards. 


In fact, the countries with well-developed markets have 
already formed their complete intermediary service system 
and mechanism. The developing countries and areas, 
where markets are being nurtured, are paying more and 
more attention to improving the intermediary service 
mechanism and bringing its role in supervising the securi- 
ties market from the outside into full play step bv step. 


—Measures to improve stock market operations. Stock 
disasters are caused by both institutional and opera- 
tional problems. After summing up the lessons from past 
experiences, countries and areas have taken operational 
measures to prevent stock disasters. These measures are 
all designed to strengthen stock market management. 
Major measures include those to strengthen legislation, 
and minor ones include market operation procedures. 
Although the measures are numerous and complicated, 
the countries have all proceeded from realities and 
applied them in a systematic way, which has produced a 
positive impact on the subsequent development of their 
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stock markets, and is worth to be studied and used for 
reference by other countries with newly developing 
stock markets. 


Characteristics of China’s Stock Markets 


China’s stock markets have been developing for nearly 10 
years, since the Shanghai Fei Yue Acoustics Company 
issued stock to the public in a relatively standard way in 
1984. A certain foundation has been built for stock mar- 
kets, a market structure is taking shape, and a mechanism 


for raising capital through the stock market is being 
formed. 


While China’s stock markets are developing vigorously, we 
must also see that like other stock markets in the world, 
China’s stock markets can bring both great benefits and 
great risks. Similarly there are in China’s economy also 
abnormal factors tending to create a “bubble economy.” In 
China’s stock markets, there cam also be gambling specu- 
lation, manipulation by a few persons, inside trading, 
favoritism and fraudulent practices, and other problems, 
and there are also many investors who know little about 
investment in stocks, have no sense of risk, and blindly 
follow the big players. Stock prices have fluctuated rather 
violently in Shanghai and Shenzhen. All these are associ- 
ated problems unavoidable in the course of stock market 
development. It is necessary for us to learn from the 
experiences and lessons of the international stock disas- 
ters, guard against similar problems, and deal with them 
seriously if they do occur. 

While following international practices, China’s devel- 
oping stock markets should also have their own character- 
istics, which are determined by China’s special conditions. 
First, in the course of stock market deveiopment, we 
should properly handle three issues: 1) Public ownership 
should remain the dominating factor, and the develop- 
ment of stock markets should contribute to the develop- 
ment of the public-owned economy. 2) On the basis of 
adhering to the principle of distribution according to work, 
some people can be allowed and encouraged to get rich 
before others, but our basic policy is to take the road of 
common prosperity. 3) We should prevent problems 
affecting social order from occurring in the stock market. 
We should be vigilantly on guard against such problems. 


Second, the capacity of the Chinese public to endure 
shocks from the stock market is rather limited. It is 
undoubtedly necessary to educate the people about invest- 
ment in securities and make them understand theoretically 
that there are both profits and risks in the stock market. It 
is more effective for people to directly or indirectly partic- 
ipate in stock market activities and through experience 
gradually develop and increase a tolerance to stock market 
fluctuations. 


Third, China is a big coun ‘ry, economic development is 
uneven, and people’s idea 0! a commodity economy also 
differs considerably from region to region. In the develop- 
ment of stock markets, it is indeed necessary for markets to 
be developed earlier and faster in some places and later 
and slower in others. The policy we have followed in the 
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past two years is to set up stock markets first in Shanghai 


available. After more than 10 years of 


price system, 80 percent of goods have 
out of price control. However, the prices for 
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able prices and low profit and cannot issue stocks to the 
public. 

Fifth, after many years of reform, China’s state enterprises 
have been given some decision-making power on their own 
operations. However, the problem of direct government 
intervention in the enterprises’ production and operation 
and excessive government protection of some enterprises 
under the present system has not been really solved; the 
enterprises have not become fully market-oriented; and the 
government’s functions have not changed very much. 
Moreover, it takes time to change the wayenterprises 
operate and the cadres’ thinking and habit which took 
many years to form in the first place. All this makes it more 
difficult for the state enterprises to adopt the stock system 
and be organized and operated as stock enterprises. Under 
the circumstance, it is also difficult for different enter- 
prises to compete on equal terms and let the market be the 
judge of their performance. 


Sixth, China began to set up securities markets, stock markets 
in particular, only recently with no experience and few 
competent people, and laws and regulations cannot be 
enacted overnight, which also makes the work more difficult. 


In short, the establishment of socialist stock markets is a 
very important reform in China. But, it is difficult, risky, 
and must be experimented, popularized step by step, and 
developed steadily. At present, it is still in the experi- 
mental stage. Like building a railroad, it is necessary to 
first open up the wasteland, build the roadbed, and lay the 
tracks. It is impossible to run an express train before the 
roadbed is built and tracks laid. 


Direction of China’s Stock Market Development 


Carrying out experiments unswervingly on stock markets 
is an important link in building a socialist market eco- 
nomic system. The 14th Party Congress set forth the policy 
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to “actively cultivate a financial market, including bonds, 
stocks, and other securities.” The question now is how to 
do a good job in the experiment on socialist stock markets 
so that they will be perfected gradually, popularized step 
by step, and developed healthily. To proceed from China’s 
realities and make use of foreign experience, the following 
important questions must be made clear and handled 
correctly. 


—Two relationships must be properly handled in the 
financing business in China: One is the relationship 
between indirect financing (through loans from the finan- 
cial institutions), which should play the main role, and 
direct financing (through the securities market), which 
should play a supplementary role. The other is, in the 
securities market, the relationship between bonds, which 
should play the main role, and stocks, which should play 
a supplementary role. These two principles, which we 
have followed persistently in financial reform for more 
than 10 years, are in keeping with China’s conditions 
and undoubtedly correct. Judging by practical experi- 
ence and the changing situation, it is necessary to 
increase the supplementary role of the securities market 
and stocks proportionally and accelerate the develop- 
ment of the securities market, particularly the stock 
market. Of course, the development must de properly 
controlled so that it will not adversely affect the overall 
economic regulation and control. 


—Persist in maintaining the dominating position of 
socialist public ownership and make sure that the value of 
state-owned assets is protected against inflation and 
keeps growing. The experiment on the share system 
should not include enterprises involved in national 
security and sophisticated defense technology, projects 
for the mining of rare metals of strategic importance, 
and trades and enterprises which must be monopolized 
by the state. They should continue to operate as state 
enterprises. In the process of introducing the share 
system on an experimental basis to enterprises in the 
energy, transport, telecommunications, and other fields, 
which are monopolies in nature and given high priority 
for development by state industrial policy, it is impera- 
tive to keep the shares representing state-owned assets in 
controlling proportion. At the same time, it has been 
ruled that a natural person should not own more than 
0.5 percent of the stock of any enterprise. These provi- 
sions fundamentally guarantee the leading role of public 
ownership in the national economy. The question which 
needs to be further studied now is how to give expres- 
sion to the dominating role of public-owned stocks in 
concrete terms. Public-owned stocks are not allowed to 
be traded on the market. The reason was to prevent 
public-owned stocks from being weakened. But in fact 
the restriction is preventing public-owned stocks from 
higher yields and not conducive to market stability and 
development. This problem needs to be studied and 
solved. 
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—The share system of enterprises must be standardized, 
and strict requirements must be met for stocks to be 
issued to the public and traded on the market. This is the 
cornerstone for the healthy development of the stock 
market. We must strive to do a good job in reforming the 
enterprises and introducing the share system in accor- 
dance with the “Procedures for the Introduction of the 
Share System for Enterprises on a Trial Basis” and other 
standard documents published by departments of the 
state concerned. Only when conditions are ripe in 27 
enterprise will it be allowed to issue stock and put iis 
stock on the market. We must not blindly pursue num- 
bers at the expense of quality. Enterprise assets must be 
truthfully appraised, and property rights must be clearly 
defined. The accounting system of enterprises should be 
reformed according to the accounting system of the 
share system. In establishing and perfecting the internal 
enterprise management system and the system of share- 
holders meeting, the board of directors, and the board of 
supervisors, it is necessary to follow the standardization 
requirements in their organization in order to really 
change the enterprises’ operational mechanism and 
increase their ability to control thsmselves. What merits 
attention is that with China opening wider to the outside 
world and enterprises moving into the international 
market, the reform of enterprises into stock companies 
must follow international standards. In the current 
reorganization of state enterprises into stock companies, 
three problems must be solved: The first is to establish a 
stock company management system and put an end to 
the situation in which an enterprise is run like a com- 
munity and there is no distinction between government 
administration and enterprise management. The second 
is to reappraise the assets of enterprises and straighten 
Out the discrepancies between the books and the truths 
and the confusion about assets. The third is to change 
the accounting system so that there will be no more cost 
and profit entries that are not true and profits that are 
really loss. This is a most basic task and must be done 


properly. 


—The stock market must keep the public well informed of 
everything from stock issues to trading, and adhere to the 
principle of “openness, fairness, and impartiality” to 
protect the interests of investors and guard against favor- 

itism, fraudulence, and other corrupt phenomena. First, 
all information, including performance of enterprises, 
market situation, and supervisory and legal require- 
ments, must be made fully known to the public. This is 
the foundation on which the stock market relies for 
existence and efficient operation. Second, it is necessary 
to keep the public better informed on stock issues. On 
new stock issues, subscription forms should be provided 
on demand with no limit; the percentage of winners 
should not be revealed; a fee is charged only to cover 
cost; and everything should be made known completely 
to the public to prevent the phenomenon of long lines of 
people jostling to get subscription forms and causing a 
public disturbance from ever occurring again. On stock 
trading, it is necessary to strengthen supervision and 
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unequal business organizations, attracting clients with 
bank loans, etc., to engage in unequal competition. 


expand their business, causing money supply to get out 
of control and bubbles on the stock market. We should 
make a great effort to cultivate a number of high- 
standard securities dealerships, improve the profes- 
sional quality of those engaged in the securities business, 
and especially strengthen their education on profes- 
sional ethics. It is necessary to enact strict rules and 
regulations governing all aspects of the business of the 
securities markets, so that the securities dealers will 
have rules to follow and laws to abide by in their 
business activities. 


—Actively develop institutional investors and increase the 


stability of the market. In China's stock markets today, 
most of the investors are individuals, who are relatively 
weak in their sense of risk and ability to accept losses. 
And they are liable to be influenced by rumors and 
blindly follow others in buying and selling, causing the 
market to fluctuate and themselves to lose money. With 
the continuing expansion of the stock markets, the 
development of institutional investors has become an 
extremely important matter. At present, we are in the 
process of reforming the social security system, and we 
should allow the various kinds of insurance funds to go 
to the stock markets and make long-term investments. 
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At the same time, we should vigorously develop the 
cooperative funds ard let professionals do the investing 
for the large number of middle and small investors, thus 
reducing the zisks faced by individual investors and 
helping them make money as a group. The establish- 
ment of such institutions and their investments are of 
especially great in China. By getting orga- 
nized, the individuals become a legal person, and invest- 
ments by the legal person are no longer individual 
investments, which is conducive to implementing the 
principle of the dominating role of public ownership and 
can speed up the development of the share system and 
the stock market. At the same time, investment through 
the funds is an effective way to wage a struggle against 
the improper activities of the big ones who manipulate 
the markets, restrict gambling speculation, and turn 
short-term investments into long-term investments. At 
preseni, it is not suitable to develop closed funds. 
Instead, it is best to develop open funds which, allowing 
free entry and withdrawal and securities to be trans- 
ferred outside the market, are safer and more reliable. 


—Set up special supervision and control organs and 
improve the securities market supervision and control 
system. As a guiding principle, it should be made clear 
that in establishing a market system, especially a secu- 
rities market system, the government must strengthen 
supervision and control, because it concerns the inter- 
ests of the broad masses and also has a rather strongly 
speculative nature. However, strengthening supervision 
and control does not mean direct government interven- 
tion in market operation. The government should pay 
attention mainly to two things. On the one hand, it is 
necessary to strengthen laws and regulations, strictly 
enforce them, and exercise control according to law. 
There should be a change in concept. The question is not 
who says that counts, but what the law and regulation 
have to say. The question is not who has the power to 
examine and approve, but whoever approves or disap- 
proves must act strictly according to laws and regula- 
tions and procedures. On the other hand, it is necessary 
to establish social supervision and control organs. After 
learning lessons from stock disasters, many countries 
and areas have set up strong supervision and control 
organs. China’s State Council Securities Commission 
(Securities Commission for short) is the state organ in 
charge of the unified macro management of the securi- 
ties markets. It is responsible for the enactment and 
formulation of relevant laws and regulations, general 
and specific policies, development programs, and yearly 
plans; directs, coordinates, supervises, and inspects 
related work; and is in direct control of the Securities 
Supervision and Control Commission (Securities Super- 
vision Commission for short). The Securities Supervi- 
sion Commission is the Securities Commission's 
enforcement organ for the supervision and control of the 
securities markets. It is composed of experts with spe- 
cialized knowledge and practical experience about secu- 
rities, and is specifically responsible for the supervision 
and control of the securities markets, including supervi- 
sion and control of the securities dealers, exchanges, 
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stock issues and listings, and intermediary organizations 
participating in the business of securities markets such 
as accounting firms and lawyers. 
Pa a gh Sa caphaw eee nag ay bytes rama 
markets, particularly the stock markets, it is necessary to 
build the securities associations into real self-discipline 
Organizations and strengthen the self-management and 
supervision of the securities dealers. It is especially neces- 
sary to give full play to the role of the accounting firms, 
lawyers’ offices, etc., as nongovernment “economic 
police” to strengthen social supervision. It is also necessary 
to give full piay to the role of the securities exchanges to 
strengthen supervision and control of the listed companies, 
exchange members, and trading process. In short, while 
strengthening government supervision and control of the 
stock markets, it is also necessary to bring the role of the 
market mechanism into play, so that a securities market 
supervision and control system can be built with respon- 
sible government agencies, self-discipline organizations of 
securities dealers, and intermediary organizations, each 
assuming specific responsibilities at different levels, while 
coordinating and cooperating with one another. 


—Using the stock market to attract foreign capital is a 
flexible and effective way to bring in foreign funds. The 
study on how to attract foreign capital and actively 
broaden the channels for foreign funds to flow in has 
always been an important task since the beginning of the 
reform and opening to the outside world. In the early 
period of opening to the outside world, the main way to 
attract foreign capital was to encourage foreign firms to 
invest directly in the three kinds of partially or wholly 
foreign-owned enterprises, and the issuing of stocks was 
not yet considered at that time. With the rise of securi- 
ties markets in China, paticularly the stock markets, 
foreign businesses have shown great interest in investing 
in Chinese enterprises by buying stocks, and the ques- 
tion of attracting foreign capital through issuing stocks 
has thus been put on the agenda. It can be seen by 
comparison that it is more flexible for foreign businesses 
to buy stocks than to make direct investment. Through 
buying or selling stocks, foreign investors can choose 
their investment orientation and obtain greater returns. 
For this reason, in 1991 China began an experiment on 
B stocks, which are available only to people from the 
outside world and managed separately from the 
domestic stock markets where deals are made in ren- 
minbi. This is a transitional program designed under the 
circumstances that foreign exchange is controlled in 
China and that there is a rather big difference between 
China’s domestic and overseas economic management 
systems. the experiment is basically successful. At the 
same time, we have also considered to let Chinese 
enterprises put their stocks directly on markets overseas. 
The advantage in letting Chinese enterprises put stocks 
directly on overseas markets is that they will make a 
greater impact, as any investors can invest in these 
stocks, and the fund-raising potential is greater. We can 
also learn from the advanced management experience of 
foreign securities markets, which will be helpful to 
improving management of domestic securities markets. 
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At present, our consideration is mainly to put stocks on 
the market in Hong Kong, and other places may be 
considered in the future. However, this does not mean 
that we want to put most enterprises on overseas mar- 
kets, nor are we going to stop or weaken the experiment 
on the B stock market. Proceeding from the develop- 
ment of China’s securities markets as a whole, as a great 
number of will still be on the domestic 
markets, the development and perfection of the 
major task in opening and developing the sucurities 


It Is Imperative To Strengthen Legislation and 


As stocks will be issued publicly throughout the country in 
an extended experiment this year, the work and tasks in 
the operation of the stock markets will be very arduous. 


1. Strengthen legislation and put relevant laws and regula- 
tions into effect. The “Interim Regulations Governing 
Stock Issuing and Trading,” after being discussed and 
revised for dozens of times, has been adopted in principle 
at a plenary session of the Securities Commission and, 
with some more minor changes, will be put into effect 
immediately. From now on, stock issuing and trading 
should all be conducted according to the regulations. 
Because this regulations deals mainly with stocks, it is still 
a special regulations and needs to be supplemented by 
other provisions. At present, attention is being focused on 
the drafting of the “Provisions on the Management of 
Securities Exchanges,” “Procedures for the Prevention of 
Inside Trading and Securities Fraud,” “Provisions on the 
Management of State-owed Stocks,” “Code of Conduct for 
Persons in the Securities Trade,” “Procedures Governing 
the Issuing of Stocks on Markets Abroad by Enterprises at 
Home,” and other relevant rules and regulations in order 
to improve to the extent possible the system of laws and 
regulations for the securities markets. 


2. Strive to do a good job in this year’s experiment on the 
issuing of new stocks. A large number of new stocks will be 
issued to more places this year. Many places still lack the 
experience in the issuing of stocks, but stock markets are 
hot, and the people are eager to buy stocks. Therefore, 
successfully completing the issuing of new stocks is of great 
significance. The Securities Commission held a meeting on 
the procedures for the new stock issuing projeci in Beijing 
on 4 March this year, at which work assignments were 
made. To do a good job in this year’s new stock issues, the 
following major tasks hold the key: 


— It is imperative to do a good job in selecting enterprises. 
When enterprises are being selected in various places, 
the emphasis should be on selecting productive enter- 
prises with clearly defined uses for funds and fairly high 
managerial and operational standards. Enterprises 
selected for issuing stocks to the public must be reorga- 
nized into stock companies strictly according to the 
requirements set forth by the “Procedures for Experi- 
ments on Stock Enterprises,” “Suggestions on Standards 
for Limited Companies,” and other documents. The 
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soon-to-be-published “Interim Regulations Governing 
Stock Issuing and Trading” also spells out the basic 
conditions enterprises must meet in order to issue 
stocks, including the capital investment by the initia- 
tors, the proportion to be issued to the public, the ratio 
between tangible assets and intangible assets, company 
— must be followed in 
places. 


—Strengthen the role of the intermediary organizations in 
stock issuing. Based on what we have learned from the 
successful experience of stock market operations in 
foreign countries, to issue stocks in our couuntry, enter- 
prises must be examined, appraised, and endorsed by 
securities firms, accountants, lawyers, and assets 
appraising organizations, and these intermediary orga- 
nizations must assume greater legal responsibilities. The 
financial auditing of an enterprise must be done by an 
accounting firm, whose qualification is recognized 
jointly by the Securities Supervision Commission and 
the Ministry of Finance. The appraisal of the enter- 
prise’s assets must be made by an assets appraising 
organization jointly recognized by the Securities Super- 
vision Commission and assets appriasing organizations. 
All the papers regarding the stock issue of the enterprise 
must also be examined, and a legal opinion statement 
prepared, by a lawyer's office jointly recognized by the 
Securities Supervision Commission and the Ministry of 
Justice. The issuing of stocks should be organized and 
coordinated by an underwriter. It must be emphasized 
that the above-mentioned intermediary organizations 
are to be chosen by the enterprises independently. 


—An application for the issuing and marketing of stocks 
must be filed for approval according to the established 
procedures. Based on the provisions of relevant State 
Council papers and regulations, the issuing and mar- 
keting of new stocks should be handled according to the 
following procedures. 


Step one: Local governments and departments of the 
central government in charge of enterprises select the 
enterprises which may apply for issuing stocks to the 
public within the quotas for stock company issues set by 
the state. 


Step two: The selected enterprises choose an underwriter 
to make overall arrangements for the stock issue, engage at 
the same time a qualified accounting firm and assets 
appraising Organization to audit and appraise their 
finances and assets, and engage a qualified lawyer's office 
to handle the legal matters concerning the stock issuing 
and marketing. After completion of the work described 
above, the enterprises may submit the relevant materials 
to the local governments and the relevant departments of 
the central government for examination and approval. 


Step three: After receiving approval of their stock issue 
application, the enterprises submit the relevant materials 
and the decision on the examination and approval to the 
Securities Supervision Commision for reexamination. The 
reexamination at the Securities Supervision Commission 
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is carried out by the Stock Issue Examination and Verifi- 
cation Committee, which is composed of specialists 
including accountants, lawyers, securities dealers, 
exchange representatives, Securities Supervision Commis- 
sion representatives, and well-known scholars. Those 
approved by the reexamination may start working on the 
stock issues and apply for putting stocks on the market. 
The issuing and marketing should take place in succession. 
That is, only after the securities market has given approval 
for the stocks to be listed, are the stocks to be issued from 
a designated date. And to prevent trading in the black 
market, no over-the-counter deal is allowed for the time 
being. The local governments or the relevant departments 
of the central government will help the enterprises, which 
fail to pass, to meet the requirements, or select other 
enterprises, in which case the quotas will remain valid. 

Step four: The enterprises request to put their stocks on the 
market. The requests should be examined and approved or 
disapproved by the listing committee of the securities 
exchange within a specified time limit. The result of the 
examination, approval or disapproval, is reported to the 
Securities Supervision Commission for the record, and a 
copy of the report is sent to the Securities Commission. 


—Do a good job in the offering and subscription of new 
stocks. Because the experiment on new stock offerings 
and subscriptions is conducted on a larger scale 
throughout the country this year, it is extremely impor- 
tant to do a good job in the issuing. For this reason, we 
have enacted the “Procedures for the Offering and 
Subscription of New Stocks (for Trial Implementation)” 
and made a number of decisions on principles. The 
localities should conscientiously organize, coordinate, 
insure the smooth progress of this year’s new stock 
issuing and marketing work, and must under no circum- 
stances take this slightly. 


3. Strive to do a good job in the standardization of share 
systems, particularly the share system with shares held by 
internal workers and staff members. The share system with 
shares held bv internal workers and staff members was 
experimented on a large scale in various places last year. 
The practice in many places was not standard, not in line 
with the recommended standardization requirements, and 
allowed internal shares to be sold to the public. Some 
places even saw serious black-market activities, making it 
somewhat more difficult to issue stocks this year. From 
now on, we must do a good job in standardization and 
clearing up the confusion according to the regulations. 


4. Check out without delay a number of qualified 
accounting firms,lawyers’ offices, and assets appraising 
organizations to enable the enterprises, which will issue 
stocks to the public this year, to begin preparatory work as 
early as possible. So far, a first group of 45 accounting 
firms, 35 lawyers’ offices, and 21 assets appraising organi- 
zations have qualified. The screening will continue. 


5. Improve the supervision and control organs. The Securi- 
ties Commission and the Securities Supervision Commis- 
sion should strengthen themselves as quickly as possible to 
fulfill their responsibilities, devote themselves completely 
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to the supervision and contro! of the securities markets, 
and prevent supervision and control from getting out of 
touch with reality. 

6. Do a good job in supervising and controlling enterprises 
putting stocks on overseas markets. At present, many 
enterprises, eager to put their stocks on overseas markets, 
are repackaging themselves in a variety of ways. Theoret- 
ically speaking, many of the practices are good, but 
whether they will, in practice, cause losses in state-owned 
assets, erode the interests of domestic stockholders, and so 
forth, is not known yet. The State Council has clearly 
stipulated that zpproval must be obtained from the Secu- 
ritics Commission before stocks can be put on overseas 
markets, and will publish management procedures in the 
near future. 


7. Pay attention to the training of qualified people. The 
training of highly qualified securities market specialists is 
a long-term, arduous task and an important condition for 
market development. It is imperative to establish a system 
and pay attention to it constantly and untiringly. 


Enterprises Use Stocks as Means of Financing 
93CE0528A Beijing CAIMAO JINGJI [FINANCE AND 
TRADE ECONOMICS] in Chinese No 4, 11 Apr 93 

pp 18-22 


[Article by Li Maiqiu (2621 7796 4428) and Que Fangping 
(7067 2455 1627), affiliated with the Wuhan branch of the 
PBC: “Direct Financing: An Effective Market-Entry 
Means for Banks and Enterprises”’] 


[Text] 


Direct financing, as opposed to indirect financing, refers to 
financing conducted by parties with fund shortages (issu- 
ers), who do not go through any financial intermediary 
agency or securities company (exclusive sales agents or 
distributors), to borrow from parties with fund surpluses 
(investment corporations or natural investors), or to issue 
negotiable securities (stocks and bonds). Direct financing 
generally refers mostly to the financial action of financing 
through issuing negotiable securities, which is character- 
ized as follows: 1) It is direct, in that issuers acquire funds 
directly from investors, either through direct bonded-debt 
relations being established between the two parties, or 
through the form of stock rights. 2) It is long-term in that, 
as compared to indirect financing, the use terms of funds 
acquired through direct financing are longer than those for 
indirect financing, with use terms in some cases (such as 
stocks) even being openended. 3) It is irreversable in that, 
if direct financing occurs in the form of issuing stocks, it is 
not necessary to repay the principal on funds so acquired, 
with investors who wish to recover (realize) their capital 
having to make use of circulation markets, which have no 
direct relation with issuers. 4) It is negotiable, in that the 
major direct financing means are stocks and bonds, which 
are negotiable on secondary securities markets, so that 
direct financing means are distinctly characterized by 
negotiability. 
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Table I. The Overall Volume and Structure of China’s Finance for 1985 Through 1990 

tem Direct Financing Indirect Financing Totals 

Year Absolute Figure | Relative Figure (%) | Absolute Figere | Relative Figure (%) | Absolute Figure | Relative Figure (%) 
(109 Millies Yuna) (108 Millies Yuan) (100 Milliex Yuan) 

1985 242.21 3.70 6,271.9 96.30 6,514.11 100 

1986 407.14 4.78 8,116.5 95.22 8,523.64 100 

1987 $28.61 $.13 9,766.3 94.87 10,294.91 100 

1988 978.45 7.89 11,425.0 92.11 12,403.45 100 

1989 1,267.42 8.60 13,469.5 91.40 14,736.92 100 

1990 1,753.77 9.59 16,541.3 90.41 18,295.07 100 

Notes: |) Direct financing refers to negotiable securities year-end balance (inventory), and indirect financing refers to state bank and credit cooper- 

ative year-end loan balance (savings). 





2) All data calculation and collation is based on the China Statistics Yearbook (1991). 





Indirect financing activity is exactly the opposite from 
direct financing, in that it is financing conducted through 
the intermediary of financial institutions, or could be said 
to be investment by initial fund providers through finan- 
cial intermediaries in final fund demanders, with its 
financing instruments being mostly savings and loans. 
Indirect financing has exactly the opposite characteristics 
from direct financing, being indirect, short-term, revers- 
able, and nonnegotiable. 

The two financing forms of direct financing and indirect 
financing are differing options by different countries in 
various development stages, with their respective overall 
volumes and structures varying with changes in degree of 
financial depth and creativity. While it can be generally 
said that the percentage of indirect financing drops 
steadily and that of direct financing rises steadily with 
financial depth, once a certain point is reached, their 
respective percentages will remain at a relatively steady 
level. According to the thesis analysis of financial depth by 
Raymond W. Goldsmith in Financial Structure and Finan- 
cial Development, until the financial interrelation rate 


(FIR) (financial assets inventory [F] divided by GNP [I]) 
reaches a financial structure depth of about 1.5, the 
respective percentages of direct and indirect financing are 
always in a state of development and change. 


As to China’s conditions, the process of financial reform 
and financial depth has rapidly swelled China’s financial 
assets inventory, pushing our financial interrelation rate 
(FIR) up from 0.42 in 1978 to 0.96 by 1990. Meanwhile, 
China’s means of financing have diversified so that, as our 
overall financing volume has grown rapidly, our financing 
structure has begun to change. In 1980, direct financing in 
the form of negotiable securities was almost nonexistent in 
China. By 1985, China’s overall financing scale had 
reached 651.411 billion yuan, of which a high of 96.3 
percent was still indirect financing and on!y 3.7 percent 
was direct financing. But through just a few years of 
growth, when our overall financing scale had reached 
1.829 trillion yuan in 1990, the direct financing percentage 
was up to 9.59 percent, while indirect financing was down 
to 90.41 percent. This was an amazing achievement! 





Table 2. The Qualitative Makeup (%) of Financial Instruments in China’s Banking System 

















Financial Instruments 1 oR) 1983 RS 1985 1 Oe 1987 1 ORS 1989 1990 
Creditor Financial Instruments 97.42 96.00 96.70 96.21 94.71 93.56 91.80 90.90 we 
Holdings Financial Instruments 2.58 3.20 3.8# 3.79 $.29 6.44 8.20 9.10 12 


























Note: The qualititative makeup of financial instruments refers to the rati> of the load of financial assets in all types of financial instruments to 
overall financial assets. This table is based on the relevant data calculation and collation in China Financial Yearbook and China Statistics 


Yearbook. 





But it should be noted that the existing problems in our 
current financing order cannot be ignored. It is absolutely 
undeniable that our financing structure (made up of the 
respective percentages of direct and indirect financing) is 
highly interrelated with the assets-liability structure of our 
banks and enterprises, with China’s current financing struc- 
ture being determined by the assets-liability structure (or 
financing structure) of our banks and enterprises. As to our 
specialized banks, their assets-liability structure is slanted 
mainly toward the indirect financing means of savings and 


loans. Taking the Industrial and Commercial Bank of China 
(ICBC) as an example, in its 1989 indirect financial instru- 
ments, all savings made up 62.86 percent of its liability 
structure while, in its direct financial instruments, all loans 
made up 87.53 percent of its assets structure, meaning that 
its assets-liability structure was slanted toward savings = 
loans. As to our overall banking system, if we distin 

financial instruments as indirect-financing creditor fin _s 
cial instruments and direct-financing holdings financial 
instruments (as to so-called creditor financial instruments, 
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we define them as financial instraments in which creditor's 
rights cannot be transferred, mainly nonnegotiable financial 
instruments, with ones, such as all financial institution 
savings, PBC borrowing, and all loans, belonging to the 
category of creditor financial instruments; as to so-called 
holdings financial instruments, we define them as financial 
instruments in which creditor’s rights can be transferred, 
mainly all types of negotiable securities), then we can see 
that by 1990, the financial instruments in China’s banking 
itor financial instruments, whose qualitative makeup was a 
high of 88 percent. As to enterprises, the fund source 
structure of Chinese enterprises is limited by our stock 
market operations being in an initial stage and an overem- 
phasis on nonmarket-oriented indirect financing. From 
1986 to 1988, over 67 percent of the fund sources of Chinese 
enterprises were dependent on bank loans, which were 
growing in momentum, with internal funds (depreciation 
funds and enterprise own working capital) averaging about 
30 percent, which was in a declining trend, in addition to 
about | percent dependence on direct financing— 
fundraising through issuing negotiable securities. An inter- 
national comparison shows that the enterprise financing 
structure in developed industrialized countries is generally 
more than 50 percent internal funds and less than 50 
percent external funding. And of this external funding, 
direct financing through negotiable securities occupies the 
decisive position. In the late 1950's and early 1960's, the 
percentage of direct financing in enterprise external funding 
was 26.32 percent in Japan, 57.14 percent in the United 
States, and 55.26 percent in Great Britain. Since the 1980's, 
the Western developed industrialized nations have paid 
more attention to enterprise self-accumulation so that, while 
enterprise internal funds play the dominant role in their 
financing structure, at basically 60-80 percent, and the 
external funding percentage is down, direct financing 
through negotiable securities still accounts for about 20-40 
percent of their external funding. In this, the percentage of 
direct financing through negotiable securities is highest for 
U.S. businesses, where the 1991 external financing makeup 
was 58.3 percent direct financing and only 41.7 percent 
indirect financing. 


The problems caused by China’s abovementioned 
financing structure are severe. As to enterprises, the 
existing financing order means that enterprises lack 
internal driving forces and external restraint forces, makes 
the one enterprise debt factor of borrowing from banks 2-5 
times that of enterprises in developed countries, makes it 
hard to ever escape the dependence on banks, and keeps 
fund use efficiency low. Moreover, since 1989, one-third of 
State-owned and -budgeted enterprises have sustained 
losses, with another third reporting profits but actually 
sustaining losses. On the other hand, as to banks, large 
amounts of bank credit funds that come mostly from 
individual savings are idle and dead, with most enterprises 
unable to repay bank credit funds, and stuck in the 
position of taking out new loans to repay old ones, so that 
bank credit assets are eroded and shrunk. And as banks are 
forced to repay capital with interest on individual savings 
deposits, bank debt grows inexorably. As to banks that 
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undertake the huge risk involved in indirect financing, 


This enormous risk is expressed mainly 
two areas: |) Breach-of-contract (default) risk. In current 
bank assets, over 120 billion yuan worth of loans are 
unrecoverable, with this default risk completely under- 
taken by banks. This limits bank self-development, thus 
correspondingly curbing the overall growth of financial 
assets. 2) Purchasing-power risk. As banks were always in 
a credit-shortage position, the successive years of inflation 
in the 1980's directly caused bank losses of almost 130 
billion yuan (calculated according to national-income 
average-reduction index). If this situation is not promptly 
changed, it will threaten the normal operation of our 
national economy. And an effective way to change this 
situation would be to vigorously develop direct financing 
while doing a good job of indirect financing. 


In order to develop direct financing, it will be necessary to 
understand its importance from a higher theoretical plane. 
While theoretically, we cannot deny the historical role of 
indirect financing; as to financial depth and financial 
creativity, as iong as direct financing is equipped with the 
two basic conditions of a stovk-market issuing or circu- 
lating system and a joint-stock company system, it will 
have at least the following three major socioeconomic 
effects: 


1. Macroeconomic Effects 


—It will produce a more efficient and competitive system 
of financial organization to optimize the financial struc- 
ture: 1) Direct financing will not hinder “financial 
depth,” but will actually instead utilize market advan- 
tages to promote “financial depth” and break out of the 
bounds of “financial inhibition.” 2) For financiers (issu- 
ers), it will provide another funding source, keeping 
banks from developing into the only financial organiza- 
tion, and moving the financial system in a more diver- 
sified direction. 3) It will make the financial system's 
component elements more specialized, market-oriented, 
and creative, optimizing the financial structure. 


—It will better mobilize domestic savings to speed up the 
growth of our industrial economy: |) Direct financing 
interest rates are more likely to be real ones instead of 
ones set by executive order. 2) The incentive impact of 
real interest rates will mean that people will invest and 
save more, instead of comsuming, buying real property, 
or going abroad in search of profitable investments, 
which will increase domestic overall savings or overall 
financing volume. 


—It will optimize the disposition of resources to speed up 
adjustment of the industrial structure: |) Direct 
financing is mostly fundraising through issuing nego- 
tiable securities, with securities trading on stock markets 
shifting investments on one hand, while redeploying 
resources on the other, to optimize the industrial struc- 
ture. As it reflects the market economy law of value 
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better than does planned disposition, it is more effec- 
tive. 2) Direct financing through stock-market disposi- 
tion of resources can improve resource disposition 
methods to prevent corruption and political favoritism. 


—It will improve the fund (-raising and -use) term- 
structure conversion process: 1) Direct financing makes 
it unnecessary for banks to undertake alone the duty of 
long-term or short-term financing, correspondingly 
reducing the risk to bank credit assets due to a single 
variety. 2) Securities liquidity makes savers willing to 
make long-term investments, thus making it easier for 
key sectors of the national economy, such as power and 
transportation, to acquire long-term construction funds. 
3) Securities liquidity can correspondingly reduce the 
paired imbalance in fur supply and demand terms, so 
that the banking industry develops more steadily. 


2. Microeconomic Effects 


—It will improve the enterprise assets-liability structure: 
1) It will improve the ratio of bond to shareholder 
equity. 2) Through the liquidity of (held) securities, it 
can improve the ratio of long- to short-term bonds. 3) 
Direct financing can reduce the dependence of enter- 
prises on overdrawn indirect financing (bank borrowing 
> bank deposits). 


—It will make it easier for new enterprises to acquire 
financing: 1) Indirect financing often excludes new 
enterprises lacking in long histories, enterprise group 
ties, and securities, while direct financing puts new and 
old enterprises on an equal footing. 2) In a dynamic 
direct-financing climate, venture capital financing by 
new enterprises is even more dynamic, better reflecting 
the separation of enterprise ownership and operating 
authority. 3) The existence of markets provides direct- 
financing prices and buyers, making it easier for enter- 
prise founders to sell large quantities of securities and 
transfer services to professional operators. 


—It will force enterprises to improve their management: 
enterprises that engage in direct financing on stock 
markets must publicize their funding and financial 
conditions und subject themselves to public oversight, 
which forces them to improve their internal financial 
affairs and enhance their operation and management. 


3. Social Justice Effects 


— Direct financing provides wider opportunities to take 
part in attractive investn.ents: |) Small savers limited by 
low incomes will certainly not necessarily have to save in 
banks where interest rates are strictly controlled. 2) As 
long as they are willing to invest, those of varying 
incomes can all participate in national economic devel- 
opment. 3) In the direct-financing process, reserve and 
insurance funds have wider investment opportunities. 


—Direct financing clarifies ownership: 1) Stock trading on 
stock markets directly decentralizes enterprise ownership, 
separating ownership from operating authority. 2) Direct 
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financing makes it no longer necessary to create a nonof- 
ficial capital market through forming an industry—a 
financial group. 


—Direct financing makes taxation fairer: the longstanding 
publicity of enterprise financial affairs will improve tax 
conditions, making taxes fairer and more rational. 


IV 


The above discussion enables us to theoretically confirm 
that a simple substitution relationship certainly does not 
exist between direct and indirect financing, with direct 
financing being the result instead of an evolution to a 
higher form of financing, whose appearance has an imme- 
diate farreaching and widespread economic impact. 
Someone did a comparative analysis of the financing 
results of 21 large- and medium-sized enterprises in Hunan 
Province, finding that: the fund use efficiency in direct 
financing is clearly higher than in indirect financing, with 
direct financing being superior to indirect financing as to 
either fund formation and use mechanisms or enterprise 
restraint and management forces. 





Table 3. Comparison cf Fund Use Efficiency from Direct 
and Indirect Financing in 21 Hunan Enterprises; Unit: 











100 Million Yuan 
Financing Amount Rate of Capital Capital 
Form Profit on Retuns Ovtpat 
Capital Rate % Value Rate 
Fund % ~ 
Indirect 18.5 7.68 288.24 292.81 
Financing 
Direct 2 8.32 291.4 293.4 
Financing 

















As a supplement to stock market development in a devel- 
oping country, the production and development of direct 
financing cannot be a “natural evolution,” but can only 
rely o11 “government promotion,” which promotion must 
have a certain material basis—a stock market issuing and 
circulation system and a shareholding system. While 
China has accumulated a certain amount of experience in 
this area, it needs to be particularly noted here that relying 
on “government promotion” of direct financing must 
adhere to the following principles: |) The appropriate scale 
principle. Direct financing growth must have a rate limit, 
with the international setting of direct financing rates 
generally using two methods: a) the ratio of all negotiable 
securities issued in a year to GNP; b) the ratio of all 
securities issued in a year to generalized savings net 
growth. While these two ratios are about 20 percent and 50 
percent, respectively, in developing countries, they were 
5.31 percent and 20 percent, respectively, in China in 
1990. In light of this, we would suggest tht China's direct 
financing sca'e can be set according io the following two 
indexes: a) A ratio of all securities issued in a year to GNP 
of 10 percent: b) A ratio of all securities issued in a year to 
generalized savings net growth of 30 percent. 2) The credit 
balance principle. Direct and indirect financing are two 
credit fund distribution forms, and a society's credit fund 
sources are limited, so that the growth in size (scale) of 
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direct financing should stand in a relationship to indirect 
financing of one increases when the other decreases. Thus 
expansion of direct financing scale should be accompanied 
by a corresponding decrease in indirect financing—bank 
loan scale, in order to ensure an overall-credit supply and 
demand balance. 3) The noninflationary principle. An 
expanded direct financing scale will increase fund supply 
channels on one hand, while speeding up the velocity of the 
circulation of money and thus, increasing the amount of 
money in circulation, on the other. So under these condi- 
tions, we should correspondingly lower the growth rate of 
the overall money supply, in order to reduce potential 
inflation pressure. 4) The optimum investment- 
orientation principle. As the funds raised through direct 
financing can be used to increase either fixed assets invest- 
mentt or working capital accumulation, the two must 
stand in a balanced ratio. So the investment orientation of 
direct financing must be based on the principle of opti- 
mizing the ratio of fixed assets investment to working 
capital accumulation, being set rationally based on 
national industrial policy, enterprise policy, and national 
economic development plans. 


Based on these principles, we should now proceed in the 
following areas to cultivate the entry into markets for 
direct financing activities by banks and enterprises, in 
order to fundamentally rationalize the relations between 
banks and enterprises, and raise fund use efficiency: 


1. We should promote the entry into stock markets by 
enterprises to take part in direct financing: a) We should 
speed up the pace of shareholding-system reform by enter- 
prises, particularly large and mid-size state-owned ones, by 
correspondingly upgrading and improving enterprise 
accounting, auditing, and assets- and credit-evaluation 
systems, so that enterprises can become key corporate 
players that are independently-run, solely responsible for 
both their profits and losses, and liable for their own risks; 
b) We should improve the climate for direct enterprise 
financing in ways, such as easing the terms for issuing 
negotiable securities, streamlining examination and 
approval formalities, adding stock-listing circulation net- 
work points, and providing financial subsidies or tax 
reductions and exemptions for direct financing where costs 
are higher than for indirect financing; c) We should take 
forceful steps to stipulate that enterprises, particularly 
large- and medium-sized state-owned enterprises, main- 
tain a set percentage of securities assets or liabilities in 
their assets-liability makeups. Until the minimum per- 
centage is reached, enterprises should not be allowed to 
obtain bank-loan support, and banks should give priority 
loan rights to enterprises with higher rates of securities in 
their assets-liability makeups. As the first step, we could 
test this in certain selected large- and medium-sized state 
enterprises with better economic efficiency. 


2. We should speed up the reform pace of making special- 
ized banks more businesslike, by promoting market-entry 
by specialized banks to take part in direct financing: a) we 
should thoroughly change the current situation of policy 
and business operations being concentrated in the one 
institution of specialized banks, by establishing special 
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government banks for policy operations, and upgrading 
specialized banks to genuine national commercial banks, 
which is an imperative step; b) we should ease interest 
rates control, by allowing the savings and loan interest 
rates of all specialized banks to float along with benchmark 
rates set by the central bank, which will make interest rates 
market-oriented; c) all specialized banks should maintain a 
set percentage of securities assets and liabilities in their 
assets-liability makeup, with stipulated minimum securi- 
ties percentages in assets-liability makeup, and permission 
refused to aquire central bank rediscount or reloan support 
until minimum percentages are reached. As to increasing 
securities liabilities, specialized banks should issue more 
financial bonds. And as to increasing securities assets, 
specialized banks should reduce their credit lending, while 
correspondingly increasing securities-secured discount 
lending, and even the use of their own funds to buy 
enterprise-issued negotiable securities. 


3. The central bank should enter the stock market to 
strengthen its indirect regulation and control function. In 
line with direct financing features, central bank macroeco- 
nomic regulation and control should operate as follows: A) 
For specialized bank deposits in the central bank, there 
should be differential deposit reserve fund rates: the longer 
the deposit term and the smaller the size, the lower the 
reserve fund rate; the shorter the deposit term and the 
larger the size, the higher the reserve fund rate. The 
practice of differential reserve fund rates is aimed mainly 
at facilitating the regulation and control of the two special- 
ized bank securities-secured discount lending processes of 
remortgaging and rediscounting. In these two processes, 
when direct financing converts long-term banks deposits 
into short-term ones, the deposit reserve fund rate will 
automatically rise and the bank credit scale will automat- 
ically shrink. b) For specialized bank rediscount business, 
there should be differential rediscount rates. The central 
bank should conduct as little relending as possible, and 
more rediscount business, particularly securities redis- 
count business. As to securities rediscount business, the 
rediscount rate could be moderately lower than other note 
discount rates, as an incentive for direct financing, and to 
lay the material foundation for the central bank to initiate 
open market business. c) The fund call markets in a few 
key cities should be used as carriers for issuing central 
bank bonds, with the issuing targets being all financial 
institutions that have dealings with these cities’ fund call 
markets, interest rates being market-oriented, and transfer 
and sale allowed among financial institutions. When 
money is easy, the central bank can use relending to buy in 
central bank bonds or other negotiable securities and, 
when money is tight, it can issue or sell off czntral bank 
bonds and other negotiable securities. The operation of 
these regulation and control measures can accompany 
bank credit-fund reform, by changing specialized bank 
temporary and even seasonal fund need from the direct- 
input form of relending to the indirect-input form of 
buying specialized bank-held central bank bonds and other 
negotiable securities, in order to push specialized banks 
toward markets and break up the fund “supply system.” 














SMALL-SCALE ENTERPRISES 
Henan Vice Governor Advocates Upgrading 
Enterprises 


93CE0654B Zhengzhou HENAN RIBAO in Chinese 
3 Jun 93 p 1 


{Article by Yang Qingping (2799 7230 1627) and Guo 
Xuetao (6753 1331 3447): “Henan Vice Governor Li 
Chengyu Calls at a Provincial Conference on Four 
Enhancements’ of Township Enterprises for Upgrading 
Township Enterprises in Scale, Level, and Grade”’] 


[Text] At the Conference To Exchange Delegate Experi- 
ences on Enhancement of County (City), Township 
(Town), Village, and Enterprise-Level Township Enter- 
prises, held in Yanshi County by the Henan government 
on 28-30 May, Vice Governor Li Chengyu [2621 2052 
3768] (former Vice Chairman of the Ningxia Hui Auton- 
omous Regional People’s Government) made an impor- 
tant speech. 


Since reform and opening, Henan’s township enterprises 
have developed briskly, to the point where we now have 22 
at the county (city) level with output values exceeding 1.5 
billion yuan, six at the township (town) level with output 
values topping 500 million yuan, 16 at the village level 
with output values over 100 million yuan, and 26 at the 
enterprise level with output values of more than 40 million 
yuan. They are the leaders of townshio enterprises 


throughout Henan, playing an examplary role. 


Vice Governor Li Chengyu summed up the major “four 
enhancement” experiences in four points. 1) A leading 
group that dares to make breakthroughs and unite in 
struggle, with new concepts, foresight, disregard for trends, 
and an unremitting emphasis on township enterprises. 2) A 
firm adherence to the rural industrialization path, daring to 
fight and advance in the midst of sharp market competition, 
acting in a timely manner, and taking advantage of growth 
opportunities. 3) Being adept at seizing opportunities, and 
daring to take chances. This is characterized by being highly 
sensitive to economic trends, meaning that when state credit 
is easy, emphasizing extensive development by upgrading 
projects and scale and, when state credit is tight, empha- 
sizing intensive development by looking for better efficiency 
through improved management. 4) A display of talent and 
promotion of S&T advances. The “four enhancements” 
development and strengthening process means being adept 
at borrowing ladders to climb and brains to produce wealth, 
being good at introducing, keeping and using talent well, 
and being willing to spend one’s own money to import 
advanced equipment and technology, thus achieving high- 
starting-point, high-tech, and widely spanning development. 


Li Chengyu called for disseminating the “four enhance- 
ments” experience throughout Henan, in order to upgrade 
township enterprises in scale, level, and grade, which he 
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explained as follows: Upgrading in scale means adjusting 
enterprise structures, by developing key enterprises as the 
basis for organizing enterprise groups to take part in 
domestic and international competition, with the guar- 
antee of this upgrading being increasing fund investment 
by all means. Upgrading in level means promoting S&T 
advances to raise the overall quality of township enter- 
prises. All areas must import as much high technology as 
possibie tc upgrade traditional industries, study advanced 
management experience to raise township enterprise man- 
agement level, and take advantage of preferential policies 
to attract more talent to be put to good use in township 
enterprises. Upgrading in grade means developing new, 
superior, brand-name products, eliminating outdated 
ones, and producing marketable products in line with 
national and international standards. 


Li Chengyu emphasized that: We are calling not only for 
township enterprises to grow in output value, but also for 
synchronized growth in scale, efficiency, level, and quality, 
with indexes, such as sales income, taxes, profits, wages, 
and fixed assets, as a comprehensive assessment of town- 
ship enterprise growth rate. Accelerated township enter- 
prise growth means taking advantage of the shareholding 
cooperative system breakthrough, with future new quali- 
fied enterprises becoming shareholding cooperatives as 
much as possible, and existing village and township collec- 
tive enterprises also gradually developing into share- 
holding cooperative ones, in order to solve problems such 
as weakened mechanisms and funding shortages. Faced 
with our “GATT reentry,” township enterprises need to 
sharply develop their export-oriented economy, with the 
foreign trade sector publicizing the four items for township 
export-earning enterprises of customers, prices, standards, 
and foreign exchange retention, in order to ease somewhat 
the export-earnings climate, and township enterprises 
being selective of their foreign trade sectors, by adopting 
diversified-form and multiple-port exports. 


Li Chengyu pointed out that as vigorous development of 
township enterprises is the strategic priority set by the 
Henan party committee and government to reach the goals 
of revitalizing our rural economy and becoming comfort- 
ably well-off, governments at all levels must give it a 
dominant role in their rural economic work, and all 
functioning departments must also pay it much attention 
and give it active support. 


The conference cited five enterprises for output value over 
100 million yuan: the Liuzhuang Pharmaceutical Develop- 
ment Factory, the Changge Yellow Piver Ground-Tool 
Plant, the Central Plains Industry and Trade Corp Food 
Plant (Linying, South Street), the Jiaozuo Bus Factory 
(Mengxian Co, Xidai), and th: Zhengzhou Tractor Plant's 
new Xizheng branch. Certain “four enhancements” dele- 
gates introduced typical experiences, which a stream of 
provincial departments expressed the desire to fully dissem- 
inate, in order to push Henan’s township enterprises to new 
heights. 
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H U En 
eilongjiang Deputy Secretary Urges Enterprise 


93CE0654A Harbin HEILONGJIANG RIBAO 
in Chinese 2 May 93 pp I, 2 


{Summary of speech (place and date not given) by 
Heilongjiang Provincial Communist Party Committee 
Deputy Secretary Shao Qihui (6730 1142 1920) at: “Pro- 
vincial Working Conference on Heilongjiang Township 
Enterprises”] 

[Text] Many comrades who have been south and seen the 
township enterprises there say that in comparison to many 
regions throughout China, we still have a quite large gap. 
In other words, “while those who have not made the 
comparison do not know, those who have have been 
startled by it.” 

So where is this gap? I believe that generally speaking, we 
are not deficient as to understanding, degree of emphasis, 
policy, or qualifications, but that our gap is one of surface 
implementation. 

On the surface, our implementation gap is expressed 
mainly in the following two areas: 1) Departmental goals 
are decentralized, so that work is not initiated focused on 
central or priority tasks. 2) Our cadres are severely accus- 
tomed to indecisive and ineffective bureaucracy, with 
some sectors of our provincial government lacking a reso- 
lute workstyle. But underneath we are hampered by the 
three problems of a traditional mentality, a backward 
methodology, and a bureaucratic workstyle. Our tradi- 
tional mentality is our planned economy thinking, 
expressed in: a) A focus on careerism, with the authorities 
issuing orders that subordinates follow, hesitation, depen- 
dency, and need. b) Large in size and collective in nature, 
with a predilection to acting in a large and collective way. 
c) Lacking in initiative and overcautious, following the 
prescribed order, not being adept at seizing markets and 
opportunities, and lacking a sensitive response to markets. 
Our backward methodology is mainly our administrative 
methods. Many localities apply traditional agricultural or 
industrial management methods to township enterprise 
management, overcontrolling these new enterprises that 
are characterized by flexibility; some township govern- 
ments interfere too much with township enterprises, put- 
ting in overlapping administrative organs, and arbitrarily 
encroaching on township enterprise interests; and some 
township enterprises copy state enterprise administrative 
Organization, putting in cadres who are not engaged in 
production, which degrades or weakens vital enterprise 
forces. In addition, our bureaucratic workstyle is expressed 
mainly in a confrontation with private enterprise, with 
inattention to one’s proper business, an overconcern with 
other people’s business, and in some cases simply being 
nonfunctioning bureaucrats. While these problems are not 
mainstream ones, they have quite an impact on our 
implementation of all township enterprise work, so should 
arouse serious attention. 


It is now clear that the key to pushing Heilongjiang’s 
township enterprises toward high growth and efficiency 
advances is an emphasis on implementation. So the 
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Heilongjiang party committee and government are not 
setting any new strategies, slogans, or objectives for town- 
ship cnterprise development in 1993, with 1993's task 
being to continue to implement the ideas and measures set 
forth at 1992’s provincial township enterprise conference, 
or to solidly implement the demands already made by the 
Heilongjiang party committee and government. 


In order to implement 1993’s township enterprise work 
task, we will have to compare our conditions with those of 
our fraternal provinces and cities, so that we can change our 
mentality and clarify our route. The township enterprise 
goal set forth in 1992 of 26 percent growth a year for the 
next three years was based on calculations derived from a 
plan for doubling in the next three years. Achieving high 
growth will mean developing the drive to catch up to and 
surpass the advanced, along with setting a scientifically 
correct ideological route. This so-called clarifying our route 
means comparing our methods to those of advanced zones, 
combining them with our local realities, strengthening our 
market orientation, and relying on the impact of S&T to 
develop high-growth and efficient township enterprises. 


Clarifying Our Route Means Prominently Emphasizing 
Several Matters 


1. We need to emphasize the simultaneous development of 
diversified economic components. Our past talk of township 
enterprise development made us think about the conven- 
tional method of “returning to the big heap,” which will 
not do, as we need to simultaneously develop diversified 
economic components. As to Heilongjiang’s township 
enterprises in 1993, we need to emphasize development of 
the individual (self-employed) economy, the private 
economy, and the three kinds of foreign trade enterprises. 
As to Heilongjiang’s realities, our individual and private 
economies make up only 4 percent, so that our public 
(state-owned) foundation is unshakeable. In developing 
our individual and private economies, we are going to have 
to set forth certain measures. The most essential one at 
present is to treat all economic components equally and 
without discrimination, by setting up less blocks and 
providing more support. We have put many improper 
restrictions on our individual and private economies, 
which now need to be eased at all levels. As to peasant 
shareholding cooperative enterprises, we must pursue a 
policy of “development and diversification before stan- 
dardization and regularization,” to give them free rein to 
grow. Our experience in the Mudanjiang suburbs shows 
that the peasant shareholding cooperative system has the 
advantages of both the shareholding and cooperative sys- 
tems, being the best current way to adjust our rural 
economic structure and convert our rural economic oper- 
ating forces. In light of Heilongjiang’s realities, it can at 
least play the following four roles: 1) It can adjust produc- 
tion relations to adapt them to the new productive forces. 
Once peasants become shareholders, this establishes their 
dominant status and clarifies their property rights rela- 
tions, which links shares to interests and mindsets, sharply 








42 ECONOMIC 


arousing initiative. 2) It converts large amounts of con- 
sumer funds into production capital. For the whole Chi- 
nese economy, not only the rural areas, a great problem is 
how to effectively convert consumer funds into production 
capital, which the shareholding cooperative system solves. 
3) While continuing to maintain the stability of the system 
of linking remuneration to output, it develops a very vital 
collective economy which, based on a stable system of 
linking remuneration to output, achieves a fair, rational, 
and efficient assembly of production essentials, such as 
funds, technology, and labor. 4) It promotes a profound 
change in the leadership style of the rural economy. 


2. We need to emphasize a market orientation. Our past 
leadership of township enterprises was accustomed to 
setting targets and assigning tasks. While these methods 
are partially still necessary, they are essentially not suit- 
able. Our current key task is to teach, guide, and help 
peasants to become market-oriented, so that they can use a 
market-economy perspective to understand, analyze, 
establish, develop, and seize markets. We need to empha- 
size a market orientation, encouraging market criteria and 
township enterprise growth rates. ““Market criteria” means 
developing according to market demand, while “township 
enterprise growth rates” mean an emphasis on growth, 
doing things simply and thriftily, steady improvement, and 
seizing growth opportunities. Whatever someone else has 
not done, we need to first invest in marketing so that, by 
the time they get around to it, we will have already had the 
best of it. As S&T developments and economic-system 
changes have now sharply shortened product life cycles, a 
market orientation means an emphasis on speed. Town- 
ship enterprises ought to be the forerunners of a market 
economy, so that future township enterprise development 
should be according not to planned targets, but rather to 
market demand. Markets here mean not only those in 
one’s own township, county, or province, but rather an 
Orientation to the whole of China and the world. As certain 
township-enterprise companies are not located in the local 
township, township enterprises are not necessarily run 
within townships. 


3. We need to emphasize an externally oriented economy. As 
to township enterprises, the current greatest opportunity is 
our open borders, with the broadest markets being the Far 
East and Northeast Asia markets. We need to exploit our 
advantages. Our area with the greatest potential and 
advantage is barter trade in the Far East region. It is 
understood that in some provinces, every village conducts 
foreign trade and every township has foreign investment. 
As only 3 percent of Heilongjiang’s villages and townships 
now conduct foreign trade and have foreign investment, 
we will have to emphasize this. It will be only by devel- 
oping an externally-oriented economy that we will be able 
to grow by leaps and bounds. 


There Are Several Implementation Priorities That Need 
To Be Emphasized 


1. We need to emphasize the building of 100 small industrial 
zones. The leadership at all levels certainly needs to acquire 
a better understanding of this matter of small industrial 
zones, as development of industry differs from that of 
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agriculture. The use of backward management methods, 
including the traditional agricultural management form, 
will not manage industry well, as industrial development 
has unique features. In addition to a factory’s own quali- 
fications, industry needs conditions such as environment, 
transportation, communication, service, energy sources, 
and tertiary-industry services. As these conditions are 
limited, not all villages and townships can run industries. 
These conditions require a relative concentration, as a 
single factory cannot support such an array of public 
facilities. So small industrial zones should be concentrated 
in tract developments. In addition, small industrial zones 
differ in concept from the development-zone idea that we 
have set forth, with develpment zones being a higher-level 
type of economic zone. So our small industrial zones must 
not “be spread out evenly,” but rather must be combined 
with small-town development, which is actually also a 
possible rural urbanization route. Of our current 133 
reported small industrial zones in all areas, some have 
already done a good job of planning and construction of 
some infrastructure projects, but most have not yet made 
substantive progress, and are still in an initial stage. In our 
development of small industrial zones, it is most crucial 
that planning be longer-range, so that distribution is not 
chaotic right from the start. 


2. We need to emphasize the building of 50 township markets. 
As to market development, the Heilongjiang Planning 
Commission and Township Enterprise Office have drawn 
up plans, which will proceed after examination and 
approval. But it needs to be emphasized that market 
construction is not an end, but rather a means, as market 
development is only a part of a market economy, meaning 
that the building of markets does not mean the realization 
of a market economy. On the other hand of course, a 
market economy is impossible without markets. So our 
market development must be combined with matching 
production, manufacturing, transportation and communi- 
cations, and commercial catering services. In addition, we 
need to overcome formalism, by not setting up sites that 
have no markets. Through conscientious investigation and 
study, those with the right qualifications can concentrate 
their forces to achieve gradual improvement, not neces- 
sarily immediate perfection. 


3. We need to stress the personnel talent issue. Not enough 
talented personnel and relatively low quality are crucial 
limiting factors in Heilongjiang’s township enterprise 
development. Particularly in a market economy, the town- 
ship enterprise “capable-personnel economy” feature is 
even more prominent. All well-run township enterprises 
have one or more capable personnel. Currently well-run 
township enterprises have the two prerequisites of good 
products and capable personnel. There must be either 
management or technical talent, without which things will 
not work. But within these two qualifications, while prod- 
ucts can be developed if there are capable personnel but no 
products, things may go well today but collapse tomorrow 
if there are good products but no capable personnel. So 
personnel is the most crucial factor. While we can of course 
introduce capable personnel from outside, hiring them at 
high salaries, the most important way will be to train them 
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from within Heilongjiang, in local cities, counties, and 
townships, cultivating capable personnel and technical 
talent in all ways. In addition, other than scientists and 
technicians, another important area is our need to culti- 
vate capable personnel among experienced cadres who 
understand township enterprises, which point must not be 
overlooked. All areas now have a number of capable 
personnel who should be employed, with the way paved for 
them as policy conditions permit. 


4. We need to emphasize the establishment of goods ware- 
houses at all levels. In our 1993 provincial-level goods 
warehouses, we need 1,500 storage sites. But we need to 
pay attention to avoiding formalism in our construction of 
goods warehouses. If goods are kept in warehouses too 
long, they get out of date, meaning that we need to 
regularly organize new goods, changing along with market 
changes. A clear condition here is that all new projects 
below the county-level must be undertaken by township 
enterprises. The key is to introduce township enterprise 
forces, instead of setting up new state-owned enterprises 
under the past planned system. The stimulus for new 
enterprises must be conversion from state-owned to town- 
ship enterprises. In building projects, we must make great 
efforts in introducing and joining. While Heilongjiang has 
successful experience in introducing and joining, there are 
many problems, the major one being that we want to 
introduce other people’s capital, technology, and goods 
without letting them make money, including the introduc- 
tion of foreign investment. When discussing projects, we 
so politely wine and dine prospective investors, only 
beginning to make things difficult for them once they really 
arrive. As our discussions emphasize only advantages, how 
can this be good or supportable, as the difficulties are 
certain to show up right from the start. Are people likely to 
come to invest in Heilongjiang under such conditions? So 
in lateral alliances, we need to make concessions and 
provide conveniences, making genuine efforts in this area. 


5. We need to pay attention to solving funding problems. We 
need input from all sectors, including banking. As the State 


Council has announced that it is setting aside 5 billion 
yuan in funds a year for support to township enterprise 
development in central and western China, we need to use 
well these funds set aside by the state for township enter- 
prises, instead of wasting them. We need to use them for 
enterprises with market demand and good efficiency, so 
that they can grow as quickly as possible. We need to pay 
attention to preventing unchecked construction, rampant 
adding of output value, and fraud. Some areas have 
already seen the phenomenon of fraud, which means 
eventual losses for us. 


The key to good work implementation lies in the leader- 
ship at all levels. We clearly set forth in 1992 that an 
emphasis on township enterprises was the shared respon- 
sibility of the party and government at all levels, including 
the municipal, prefectural, and country leadership at all 
levels, as well as all sectors of the provincial government. 
But we need to clarify one point. When we said that 
“township enterprises are in a certain sense a leadership 
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economy,” this was only as to the leadership's role, but did 
not mean that township enterprises must be more planned 
than the planned economy, or even a leadership economy 
in which the racking of the leadership’s brains makes a 
township enterprise. Township enterprises are by nature 
part and the forerunners of a market economy. The key to 
avoiding subjectivist administrative orders is freeing up 
thinking and mobilizing the public. If all throughout 
Heilongjiang genuinely free up their thinking, convert 
their workstyles, and act pragmatically, I believe that we 
will certainly be able to reach in advance our goal of 
doubling the township enterprises throughout 


Heilongjiang in three years. 
FOREIGN TRADE, INVESTMENT 


Indirect Trade With Taiwan Uneven 


93CE0701B Beijing GUOJI MAOYI [INTERTRADE] 
in Chinese No 137, 15 May 93 


[Article by Li Fei (2621 7236) of Taiwan Research Insti- 
tute, Xiamen University: “An Analysis of Unbalanced 
Indirect Trade Between the Two Sides of the Strait”] 


[Text] Despite several ups and downs, the entrepot trade 
through Hong Kong between the two sides of the strait has 
developed at a remarkable speed since its revival in 1979. 
This unusually fast development in trade is mainly due to 
increasing amounts of Taiwan products flowing to the 
mainland via Hong Kong, such a flow of goods serving as 
a fast-running “engine” driving the machine of the 
entrepot trade. However, the nonsynchronous increase in 
Taiwan products flowing to the mainland and mainland 
commodities going to Taiwan has resulted in unevenness 
in the exchange of goods, leading to a problem of imbal- 
ance in the trade between the two sides. 


1. Symptoms of Imbalance 


The Taiwan products sold to the mainland via Hong Kong 
have far exceeded the mainland products supplied to 
Taiwan in both varieties and value. The development of 
this situation has inevitably resulted in the increased 
domination of Taiwan-to-mainland goods in the entrepot 
trade, adding to the problem of imbalance. Since the 
revival of trade between the two sides, except for 1979, 
imports from Taiwan to the mainland have always out- 
stripped the mainland’s exports to Taiwan; this was the 
case throughout the 1980's and has continued to be so in 
the early 1990's. On average, the former has accounted for 
76.0 percent of the indirect trade between the two sides. It 
hit 89.5 percent in the highest-record year (1985) and was 
27.6 percent in the lowest-record year (1979). For most 
other years, the percentage fluctuated between 75-85 per- 
cent. The mainland’s exports to Taiwan averaged 24.0 
percent of the indirect trade between the two sides. It 
reached 72.4 percent in the highest-record year (1979), 
dropped to 10.5 percent in the lowest-record year (1985), 
and vacillated between 15 and 25 percent for most of the 
other years. The average difference between the two was 
equivalent to 52.0 percent of the total indirect trade. The 
highest-difference year (1985) witnessed 79.0 percent. The 
lowest-difference year was 1983 when it dropped to 27.4 
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percent. For most of the other years, it floated between 60 
and 70 percent. The ratio between imports from Taiwan 
and the mainland’s exports was the highest in 1985 when it 
reached 8.25:1 [as printed]. The lowest ratio was 0.38:1 in 
1979 (if 1979 is excluded, the lowest was 1.57:1 [as 
printed] in 1983). The average ratio was 3.16:1. As to the 
inverse ratio, the highest was 2.62:1 in 1979 (the next 
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highest inverse ratio was 0.57:1 in 1983), and the lowest 
0.12:1 in 1985. The average was 0.32:1. As can be seen, 
since 1980 when imports from Taiwan began surpassing 
the mainland’s exports, the former has been roughly four 
times the latter. This has been the most pronounced 
feature in the development of indirect trade between the 
two sides. 





Table 1. Comparison of Differences in Indirect Trade Between the Two Sides 
























































Year Prepertioa(%) Ratio 
Taiwan Geeds to Mainland Goods to Trade Differential Total Trade Ratio Between Inverse Ratio 
Mainland Taiwan Volume Taiwan, Mainiand Between Taiwan, 
Goods Mainland Goods 
(A) (B) (A-B) (A+B) (A/B) (B/A) 
1979 27.6 72.4 448 100.0 0.38 2.62 
1980 75.5 24.5 $1.0 100.0 3.08 0.32 
1981 83.6 16.4 67.2 100.0 5.73 0.20 
1982 69.8 30.2 39.6 100.0 2.31 0.43 
1983 63.7 36.3 27.4 100.0 1.75 0.57 
1984 76.9 23.1 53.8 100.0 3.33 0.30 
1985 89.5 10.5 79.0 100.0 8.52 0.12 
1986 84.9 15.1 69.8 100.0 5.62 0.18 
1987 80.9 19.1 61.8 100.0 4.24 0.24 
1988 82.4 17.6 64.8 100.0 4.68 0.21 
1989 83.2 16.8 66.4 100.0 4.95 0.20 
1990 81.1 18.9 62.2 100.0 4.29 0.23 
1991 80.6 19.4 61.2 100.0 4.15 0.24 
1992 84.9 15.1 69.8 100.0 5.62 0.18 
Average 76.0 24.0 $2.0 100.0 3.16 0.32 























Source: Complied from figures published by the Hong Kong Government Statistics Department. 





The most direct problem resulting from the unbalanced 
indirect trade between the two sides is the deficit, and the 
growing tendency of the deficit, suffered by the mainland. 
Though in 1979 the mainland had a $34.8 million trade 
surplus, since 1980 it has all along suffered a deficit, which 
has fluctuated more or less with the total indirect trade 
volume. In the first round of fluctuations, the mainland’s 
unfavorable trade balance rose from $159 million in 1980 
to $309 million in 1981 and then fell to $68 million in 
1983. In the second round, the unfavorable trade balance 
went up from $298 million in 1984 to $871 million in 
1985, and then dropped to $667 million in 1986. In the 
third round, the figure climbed from $938 million in 1987 
to $2.31 billion in 1989, then to $2.513 billion in 1990— 
the magnitude of increase was rather large during the first 
three years but shrank remarkably in the last year. In the 
fourth round, the deficit swelled from $3.5 billion in 1991 


to $5.1 billion in 1992, showing a further widening of the 
gap in the bilateral trade between the two sides. As can be 
seen, the mainlana’s trade deficit with Taiwan has varied 
essentially with the growth rate of Taiwan’s exports to the 
mainland; the volume of such exports has directly affected 
and even determined the magnitude of the mainland’s 
trade deficit. On the other hand, the mainland’s exports to 
Taiwan has had relatively little effect on its trade deficit. 
Between 1980 and 1992, even the lowest-deficit year 
(1983) saw a deficit of $67.9 million suffered by the 
mainiand in its trade with Taiwan. The year with the 
highest trade deficit was 1992 when the mainland’s unfa- 
vorable trade balance broke the $5 billion mark and hit a 
record high. Through these 13 years, the mainland has 
accumulated $18.6 billion in trade deficit, averaging $1.4 
billion per annum. The big deficit means that the main- 
land has not acted fast enough in the indirect trade 
between the two sides. 
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Table 2. Differences in Indirect Trade Volumes Between the Two Sides (Million U.S. Dollars) 
Year Taiwan Geods to Mainland Goods to Tetai Eatrepot Trade Eatrepet Trade Taiwan's Accumelated 
Mainland Taiwan Differential Sarptes 
A B C=uA+B D=A-B E=D 
1979 21.5 $6.3 77.8 -34.8 -34.8 
1980 235.0 76.1 311.1 158.9 124.1 
1981 384.2 75.2 459.4 309.0 33.1 
1982 194.5 84.0 278.5 110.5 543.6 
1983 157.8 89.9 247.7 67.9 611.5 
1984 425.5 127.8 $53.3 297.1 [as printed] 909.2 
1985 986.8 115.9 1,102.7 870.9 1,780.1 
1986 $11.3 144.2 955.5 667.1 2,447.2 
1987 1,226.5 288.9 1,515.4 937.6 3,384.8 
1988 2,242.2 478.7 2,720.9 1,763.5 5,148.3 
1989 2,896.5 $86.9 3,483.4 2,309.6 7,457.9 
1990 3,278.3 765.3 4,043.6 2,513.0 9,970.9 
1991 4,667.2 1,126.0 $,793.1 3,541.2 13,512.1 
1992 6,200.0 1,100.0 7,300.0 5,100.0 18,612.1 
Total 23,727.3 $,115.2 28,842.5 18,612.1 > 
Average 1,694.8 365.4 2,060.2 1,329.4 _ 




















Source: Same as Table 1. 





2. Reasons for Imbalance 


There are profound reasons behind the enormous imbal- 
ance of indirect trade between the two sides of the strait. 


In the first place, the mainland’s trade deficit is objectively 
inevitable. It is a result of selection of the best commodi- 
ties in international trade. In general, Taiwan products, 
because of their better quality and moderate prices, are 
ideal substitutes for domestic products in the mainland 
market. For instance, Taiwan-made machines and elec- 
tronic equipment are moderately advanced in technology, 
user friendly, and reasonably priced. There is good after- 
sale service, and their operation does not require longtime 
training. For these reasons, they are more suitable for 
mainland users than products from other sources. Also, 
many of the machines and equipment imported by Tai- 
wan-mainiand joint ventures on the mainland were obso- 
lete items torn down directly from Taiwan’s production 
lines—this has aggravated to a certain extent the main- 
land’s trade deficit with Taiwan. Taiwan’s raw materials 
and semifinished products, especially petrochemicals and 
electronic parts and components, are well received by 
many mainland users because they are rather competitive 
in quality and price and are available in sufficient quanti- 
ties. In particular, the midstream and downstream enter- 
prises established on the mainland with joint Taiwan- 
mainiand investment are accustomed to relying on 
Taiwan’s upstream and midstream industries for supply of 
raw materials. As can be seen, Taiwan products, from light 
industrial consumer goods and intermediate products to 
certain small packages of production equipment, all have a 
competitive edge and can capture a significant part of the 
mainland’s rapidly expanding import market. As for the 


mainiand’s exports, though they are somewhat competi- 
tive in price, their quality is yet to be improved. At present, 
the mainland’s exports consist mainly of crudely processed 
primary products and light industrial goods—an export 
pattern of being strong at the two ends but weak in the 
middle. With regard to exports to Taiwan, the shortages of 
energy and materials due to overheated economic devel- 
opment in recent years have affected the mainland’s ability 
to adequately supply the raw material requirements of 
Taiwan’s industry and agriculture. Even though abundant, 
exploitable raw material resources exist in the mainland’s 
interior, they cannot be exported to Taiwan in large 
quantities and at low costs because of inadequate trans- 
portation facilities and high freight rates. As can be seen, 
the mainland is hampered by various restrictive factors 
and cannot display its potential of exporting raw materials 
to Taiwan. As for light industrial consumer goods, the 
mainland’s products are encountering fierce competition 
with Taiwan-made products in the international market. 
They are mutually exclusive and can hardly import each 
other’s products. Since Taiwan can fully utilize its export 
potential while the mainland cannot, the indirect trade 
between the two sides has brought a considerable deficit to 
the mainland. To solve this problem, however, we should 
in no way a passive approach to cut imports from Taiwan 
at the cost of reducing the entrepot trade between the two 
sides. 


Second, the mainland’s trade deficit is of a peculiar nature. 
It has resulted from the mutual influence and interaction 
between the policies of the two sides. Taiwan is imple- 
menting a special trade policy toward the mainland, 
namely “less restrictions on exports but strict controls on 
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imports.” The mainland goods received by Taiwan are 
limited to those items included in a rather rigid list of 
permitted imports. That is, except those raw materials and 
semifinished products listed as permitted imports (498 
items as of early 1993), all other items, including all 
manufactured goods, are not allowed to come in through 
the trade channel with the mainland. As for the Taiwan- 
made products going to the mainland, there is only a list of 
prohibited exports, and that list is very flexible. In prin- 
ciple, there is no restriction on exports, except strategic 
materials such as high-technology items and military 
industrial products. The inequitable import and export 
policies with the mainland established by the Taiwan 
authorities have constituted a man-made obstacle to 
normal trade development between the two sides. Under 
these policies Taiwan products can flow in endless streams 
to the mainland, while mainland goods cannot go freely to 
Taiwan, resulting in the present unbalanced situation. 
Nevertheless, from the standpoint of the mainland’s 
Taiwan trade policy, an appropriate amount of trade 
deficit is an inevitable outcome of the effort to integrate 
the Taiwan market into the mainland market. The trade 
deficit can increase the appeal of the highly potential and 
rapidly growing mainland market to Taiwan businessmen 
and meet the practical needs of economic and trade 
exchanges between the two sides, thereby providing the 
necessary economic basis for advancing the great cause of 
China’s peaceful reunification. 


Thirdly, the mainiand’s trade deficit is transitional in 
nature. It is a temporary phenomenon in the initial stage of 
development of investment relations between the two 
sides. At the beginning when trade played a dominant role, 
Taiwan businessmen’s investments in the mainland were 
merely of a trial nature, and the mainland’s deficit in its 
entrepot trade with Taiwan was mostly attributable to the 
purchase of Taiwan goods through Hong Kong. Because 
the amount of purchase was not so large, the deficit was 
not too high. As of the end of 1987, the accumulated deficit 
was $3.385 billion, or an average annual deficit of less than 
$400 million. Since then, however, with the fast develop- 
ment of investment relations between the two sides, the 
phenomenon of investment stimulating trade has become 
more and more prominent, and the mainland’s trade 
deficit has shot up continuously. A sizable portion of the 
deficit was due to the import of machines, equipment, raw 
materials, parts, accessories, and semifinished products by 
Taiwan businessmen when making investment in the 
mainland. This part accounted for 30 percent of the deficit 
in 1988, but jumped to 45.6 percent in 1992, while its 
amount grew from $1.763 billion to $5.1 billion. The 
accumulated trade deficit for these five years was $15.227 
billion, averaging $3 billion per annum, or 7.5 times as 
much as the early period. However, the mainland’s trade 
deficit caused by Taiwan-mainland joint venture entropot 
imports from Taiwan is only a transitional phenomenon in 
the initial stage of the mainland’s drive to attract invest- 
ment from Taiwan. Once the Taiwan-funded enterprises 
have entered the stable-production period, they will greatly 
boosi their productive and export capacities and fully 
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display their exchange-earning potential, and the main- 
land’s trade deficit will be remedied. Now, most Taiwan- 
funded enterprises are operating on a model of “receiving 
orders through Taiwan, production on the mainiand, 
transshipment via Hong Kong, and sales to overseas cus- 
tomers.” The mainiand’s trade deficit due to imports of 
raw materials, machines, and equipment by these enter- 
prises will eventually be balanced by the foreign exchange 
income earned when their products are sold to the Euro- 
pean and U.S. markets or when part of their products are 
sold back to Taiwan. In other words, the trade deficit with 
Taiwan will be made up by the overall trade surplus 
through the expansion of exports. This is a macro-solution 
to the problem of unbalanced trade between the two sides, 
which cannot be solved within a short time. It should be 
pointed out, however, that some of the above-mentioned 
imports were taken care of by Taiwan investors themselves 
without spending the mainland’s foreign exchange. These 
included equipment imported as part of their investment, 
semifinished products imported to be processed and 
assembled on the mainland and then exported, and items 
brought in as giveaways. After deduction of these imports, 
the actual deficit suffered by the mainland in its trade with 
Taiwan was about 60 percent of the statistical figure 
released by the customs. This means an actual trade deficit 
of some $10 billion, much less than the amount in the 
customs statistics. 


3. Conditions for Changing From Imbalance to Balance 


In terms of indirect trade reiations between the two sides, 
the mainland is suffering a big deficit, while Taiwan 
enjoying a handsome surplus. In the perspective of their 
overall economic relations, however, the imbalance in the 
mainiand-Taiwan trade is offset by other aspects of their 
economic relations, and a roughly balanced situation is 
maintained on the whole. Statistics show that by the end of 
1992 Taiwan businessmen’s accumulated investment in 
the mainland had totaled $7.4 billion, and the foreign 
exchange brought in by those Taiwan compatriots who had 
come to the mainland to visit relatives and make sightse- 
eing tours, including their spending and giveaways, had 
exceeded $10 billion. This, plus other foreign exchange 
income, had brought the mainiand’s non-trade foreign 
exchange surplus to more than $18 billion, approaching or 
even matching its trade deficit. So, by and large, an overall 
balance of payments in foreign exchange is maintained in 
the economic and trade relations between the two sides. 


Nevertheless, the mainland is under an increasing pressure 
due to the growing deficit in the indirect trade between the 
two sides. Faced with this grim reality, what positive and 
reliable measures should the mainland take to dissipate, 
offset, and reduce this pressure, to increase its ability to 
sustain the trade deficit, and to turn the unbalanced trade 
between the two side into a balanced one? This is an urgent 
question the mainland has to solve. In my opinion, at least 
the following steps should be taken to eliminate the trade 
deficit: 


First, we should encourage Taiwan businessmen to rely on 
“production instead of importation” when making invest- 
ment. As stated above, nearly one half of the mainland’s 





JPRS-CAR-93-057 
9 August 1993 


trade deficit with Taiwan is attributable to the raw mate- 
rials and semifinished products imported by Taiwan- 
funded enterprises on the mainland. This is mainly 
because the Taiwan-funded en ises are unable to find 
substitutes for these materials on the mainland. To reduce 
the transitional trade deficit brought about by Taiwan’s 
investment, the mainland should, on the one hand, attract 
big Taiwan enterprises, that is, upstream and midstream 
enterprises, to come to the mainland to invest in those 
projects that will turn out production materials needed by 
the Taiwan-funded midstream and downstream enter- 


as to achieve the goal of “production instead of importa- 
tion.” On the other hand, to provide the raw materials 
needed by the expanding Taiwan-funded enterprises, pos- 
itive efforts should be made to develop a raw material 
market on the mainiand so as to increase the domestic 
upstream material supply to the Taiwan-funded enter- 
prises and reduce the proportion of materials, parts, com- 
ponents, accessories, and semifinished products they have 
to import from Taiwan. This will enable the Taiwan- 
funded enterprises to use local materials to substitute for 
imports. As can be seen, one of the key conditions for 
changing the rnainland’s trade deficit is to develop invest- 
ment relations between the two sides and form a raw 
material market on the mainland so that the Taiwan- 
funded enterprises can fill their raw material requirements 
locally instead of relying on imports. 


Second, we should beef up our exports to Taiwan so as to 
“use exports to balance imports.” One of the chief reasons 
for the mainiand’s trade deficit with Taiwan is that its 
export potential has not been fully exploited, and imports 
and exports are way out of line. Although the mainland’s 
basic industry has taken initial shape and achieved a 
certain level of development, still it cannot satisfy to a 
fairly great extent Taiwan’s demands for raw materials 
because the mainland itself is short of raw materials due to 
its overheated economic development. The total resources 
on the mainland are abundant, but the amount per capita 
is not so much. Moreover, the uneven distribution of 
resources between inland and coastal areas hampers their 
effective exploitation. And even though exportable 
resources ahound in some inland areas, their supply 
cannot be guaranteed due to inadequate transportation 
facilities. To change the trade imbalance and to fully and 
effectively exploit the mainland’s trade potentials, the best 
ways are as follows: On the one hand, we should utilize 
overseas capital, including Taiwan capital, to tap the 
mainiand’s latent resources, develop raw-material and 
other basic industries, and promote infrastructural con- 
struction so as to raise our industrial productive capacity 
and economic efficiency. On this basis, we should energet- 
ically increase our exports to Taiwan and quickly put into 
the Taiwan market our raw materials for agricultural and 
industrial production, such as petroleum, coal, and min- 
erals, as well as other competitive products we can offer. 
We should also use this as a way to lead the export of our 
other commodities whose quality has been gradually 


two sides toward the development of a normal trade 
relationship. 

In sum, to change the unbalanced indirect trade between the 
two sides into a balanced one, it is necessary not only to 
develop investment reiations toward the goal of “produc- 
tion instead of importation,” but also to expand the main- 
land’s exports to Taiwan in a bid to “use exports to balance 
imports.” More important is to gear up contacts and coop- 
eration and formulate reciprocal policies so that economic 
and trade exchanges between the two sides will achieve 
self-sustaining development in a desirable direction. 


Trade With Gulf Countries Not Up to Potential 


93CE0701A Beijing GUOJI SHANGBAO in Chinese 
24 Jun 93 p 1 


[Article by Li Ben (2621 2609): “China’s Exports to Gulf 
Countries Grow Fast—Further Efforts Are Needed To 
Explore Markets”] 


[Text] After years of stagnation, China’s trade with the 
Gulf countries has now entered a period of normal devel- 
opment. In 1989 the trade volume for the first time 
exceeded $1 billion. Then, it rose to a new height in 1991, 
surpassing $1.5 billion. The year 1992 witnessed another 
big rise, sending the total trade volume close to $1.8 
billion. If there had been no Gulf war and our trade with 
Kuwait had been maintained at the pre-war level, the total 
trade volume with the six countries would have approxi- 
mated $2 billion in 1992. 


Main reasons for the relatively fast growth of China's trade 
with the guif countries are as follows: 


—Due to the implementation of the reform and open 
policy, China has made big headway in developing its 
national economy with more products available for 
export. We can supply all the high- and medium-grade 
commodities required by the gulf countries, and both 
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only some $40 million in 1981. It reached $200 million 
in 1987 and approached $400 million in 1989. In 1992, 
the volume was as high as $714 million. 


Over the past years, our trade with the six Gulf countries 
has shown no change in the varieties of commodities. Our 
main exports are still textiles, garments, light industrial 


Despite its relatively fast development, our trade with the 
six Gulf countries only accounts for a small fraction of 
their total trade volume. For example, bilateral trade in 
1992 was only 1.05 percent of the total trade volume of the 
six Gulf countries. That year our exports to them only 
accounted for 1.52 percent of their imports, and our 
imports from them only 0.71 percent of their exports. 


The markets of the six Gulf countries have a certain 
capacity. In 1991 their total trade volume amounted to 
$171 billion, approximately 2.85 percent of the total world 
trade. This amount consisted of $100.5 billion of exports 
and $70.5 billion of imports. Oil is the main export 
product, which accounts for 85 percent of the total export 
volume. The other exports are chemical fertilizers, raw 
materials for plastics, and other products from oil pro- 
cessing. The six countries rely on imports for machines and 
equipment, food items, clothes, and daily necessities. They 
have good trade conditions with low tariffs and no foreign 
exchange control. Their business people can import for- 
cign products without restriction as long as they have 
money to do so. And they have fairly good credit. In view 
of this, we should devote more efforts to exploring markets 
in the six Gulf countries. 


Strategies for Hinterland Cities To Develop 
Foreign Trade 

93CEOSISA Beijing GUOJI MAOYI WENTI 
[INTERNATIONAL TRADE JOURNAL] in Chinese 
No 124, 30 Apr 93 pp 6-10 


[Article by Long Buhai (7893 2975 3189), affiliated with 
the Wuhan Economic Studies Institute: “Strategic Options 
for Development of Foreign Trade in the 1990's by Key 
Inland Cities”’] 
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[Text] Cities are a country’s pioneers and guiding forces 
for reform, opening, and foreign trade development. While 
China’s 467 cities had in 1990 a foreign trade purchasing 
volume of 162.8 billion yuan and a customs export turn- 
over of $51.4 billion, accounting for 54.52 percent and 
82.91 percent, respectively, of China’s overall figures in 
these ies, the foreign trade of key inland cities was 
clearly lower than that of open coastal cities in both overall 
size and growth rate. In order to shrink or even eliminate 
this gap, the foreign trade development of key inland cities 
is going to need realistic strategic options. 


I. The 
Open- Borders 


Since opening up to the outside world has been established 
as one of China’s basic national policies, an open-borders 
structure of SEZ’s, open coastal cities, open coastal zones, 
and open inland-border cities has gradually evolved. As 
these cities and zones have more relaxed and flexible 
policies and greater economic decision-making power, the 
foreign trade and externally oriented economies of their 
cities have grown more quickly. On the other hand, the 
vast inland provinces, regions, and cities have steadily 
fallen behind in this race, with an ever-increasing gap. 


In the short six years from 1985 through 1990, the foreign 
trade exports of open coastal cities have grown rapidly. 
While these 14 cities had a foreign trade export turnover of 
only $4.286 billion in 1985, this figure had reached 
$10.609 billion by 1990, or 2.5 times that of 1985, with the 
foreign trade exports of these 14 open coastal cities also 
accounting for a clearly rising percentage of China’s 
exports. Meanwhile, the three key inland cities had foreign 
trade exports of only $794 million in 1990, up only 60 
percent from 1985, with their export turnover also 
accounting for a falling percentage of China’s exports, 
down from 1.91 percent in 1985 to 1.51 percent by 1990. 
So history has posed a severe challenge to our key inland 
cities. 


Posed to Key Inland Cities by the 


In light of this challenge, key inland cities ought to act in 
accordance with their own objective foreign trade devel- 
opment conditions and realities, by soberly choosing a 
rational foreign trade development sirategy. First, they 
need to clearly recognize their unique foreign trade devel- 
opment position as key inland cities, which will be their 
basis and point of departure for drawing up a foreign trade 
development strategy for the 1990's. 


1. Key inland cities are different from open coastal cities. 
As to foreign trade export geographic conditions, key 
inland cities are located far from foreign markets, whil< 
most open coastal cities have very close ties to the Hong 
Kong-Macao region and certain foreign markets. As to 
trade form, key inland cities conduct mostly general trade, 
which accounted for as much as 83 percent of Wuhan’s 
customs export trade in 1990, while “three imports, one 
compensation” trade accounted for less than 2 percent. 
But open coastal cities have diversified trade forms, with 
entrepot trade making up 68.5 percent of the foreign trade 
export turnover of the 14 open coastal cities in 1990. 
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2. They are different from open inland-border cities. In 
recent years, as Sino-Soviet (now CIS) and PRC- 
Vietnamese relations have improved and China’s ties with 
Burma and Laos have become closer, the border-trade 
exports of China’s inland border cities have grown quickly, 
with 1990 border-trade exports in the city of Heihe alone 
having reached $15.97 million, up a sharp 1,200 percent 
from 1984. The trade form of the border exports of these 
inland border cities is mostly a balanced exchange of 
imports and exports (i.e., barter trade), with export mix 
relying heavily on farm byproducts, local specialties, and 
primary manufactured goods, such as small farm 
machinery and farm tools. But in the export commodity 
mix of key inland cities, while farm byproducts make up a 
sizeable percentage, it is mostly light textiles and 
machinery and electronics products, with very little trade 
being conducted in the form of barter. 

3. They are also different from ordinary small- and 
medium-sized cities in inland provinces and regions. As 
regional political, economic, and cultural centers, key 
inland cities are not analagous to other small- and 
medium-sized iniand cities in areas, such as industrial 
base, communications and transportation conditions, 
urban infrastructure, information sources, and trade 
talent, which are the key factors determining the foreign 


trade scale and quality of cities. 
Il. Options for the Development of Foreign 
Trade by Inland Cities 


1. Export Product Strategy: Diversified Mix Vs Dependence 
on a Single Product 


Many have called for key inland cities to choose the 
machinery and electronics industry as their dominant 
export industry, and to vigorously develop exports of 
machinery and electronics products. Their grounds are 
that most key inland cities are China’s key industrial base, 
with rich industrial bases, having widespread links to the 
machinery and electronics industry, and making up a 
sizeable share of our industrial sector and, even more 
importantly, that machinery and electronics products have 
a great international market potential, are high-tech, and 
represent the direction of international trade development. 
While this view is not unreasonable, making machinery 
and electronics products the dominant exports for key 
iniand cities in the 1990's is certainly open to question as 
follows: 


A) In the current export commodity mix of key inland 
cities, machinery and electronics products make up a very 
limited percentage. For instance, Wuhan’s $1.259 billion 
of foreign trade exports during the Seventh Five-Year Plan 
were 16.04 percent farm byproducts, 55.56 percent light 
textiles, and 7.61 percent drugs and industrial chemicals, 
but only 6.43 percent machinery and electronics products. 
It will be hard to change such an export commodity mix in 
the short-run. 


B) The radiation role of key inland cities means that their 
export commodity mix cannot depend completely on their 
own industrial structure. Many factors, such as historical 
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and geographic conditions and natural commodity flow- 
direction, have turned key inland cities into the collection 
and distribution centers for foreign trade commodities in 
the vast inland zone. In 1990, commodities from other 
parts of the country (goods sources) made up more than 45 
percent of Wuhan’s foreign trade export turnover. It can be 
predicted that in the 1990's, cities such as Wuhan and 
Chongqing are designated as open cities and i 

barriers are gradually broken down, the foreign trade 
radiation function of key inland cities will grow increas- 
ingly. So setting an export-mix strategy based simply on a 
city’s own industrial share would be the wrong thing to do. 
C) While machinery and electronics products in key inland 
cities have comparative trade advantages, they have no 
electronics industry admittedly makes up a sizeable share 
of the industrial sector in key inland cities, with the 
industrial output value of machinery and electronics prod- 
ucts making up a high of 25.44 percent of Wuhan’s GVIO 
[Gross Value of Industrial Output] in 1990, the exports of 
machinery and electronics products by key inland cities 
are neither high-tech or diverse, so that they lack the 
proper competitive capability on international markets. 


We would recommend that the export-product choice be 
realistic, with the formation of a more rational and higher- 
tech export product mix being an orderly and step-by-step 
process. In a city with rather backward technology and 
production, designating the machinery and electronics 
industry as the key export industry too soon would be 
unrealistic, as it would bypass the foundation-laying stage 
that is of such great importance. On one hand, it might 
artifically curb the development of industries that have 
export advantages, while making it hard on the other to get 
machinery and electronics products into international 
markets due to problems, such as quality and technology 
level. So the export-product strategy of key inland cities for 
the 1990’s should be one of diversified mix, based on 
mostly farm byproducts, local specialties, light textiles, 
drugs, and industrial chemicals, along with active devel- 
opment of machinery and electronics exports. 


2. Export Market Strategy: A Diversification Trend 


The export markets of key inland cities are too concen- 
trated, with a severe case of conspicuous market prioriti- 
zation. Priority markets are the Hong Kong- 
Macao-Taiwan region, which markets have grown steadily 
in the last dozen years or so, absorbing 55.65 percent of 
Wuhan’s export commodities in 1990, higher than the 
national average of 36.38 percent. Wuhan’s market depen- 
dence on the five countries (regions) of Hong Kong- 
Macao-Taiwan, Japan, the United States, Canada, and the 
EC is higher than 68 percent, while its market dependence 
on the vast developing countries that account for 80 
percent of the world’s territory and 70.5 percent of its 
population is only 5.43 percent. This shows just a peak at 
the imbalance in the distribution of key inland city export 
markets. 


Along with the increasing regionalization and grouping of 
the world economy and the extraordinary sharpening of 
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system of key inland cities is also facing severe challenges. 
A) As the primary key-inlana-city market of Hong Kong- 
Macao-Taiwan is not large in size, limited in capacity, and 
already saturated, the rapid rise of the Southeast Asian 
economy and the development of the _—_ 
boring Zhu Jiang Delta economy will mean that the key 
See Le ee ae tion in 
that market. So it is predicted that we will have little 
chance of continuing to rely on that siiadian tddilinee a 
large increase in the export trade of key inland cities. 


and steady growth of key-inland-city export trade. Except 
for the Hong Kong-Macao-Taiwan region, the export mar- 
kets of key inland cities are oriented mainly toward 
developed Western nations, such as Japan, the United 
States, and the EC. As n.uch as 18.64 percent of Wuhan’s 
1990 exports went to these three countries (regions), 
making them a dominant export market. The steadily 
sharpening trade protectionism set off by the regionaliza- 
tion and grouping of the world economy in the 1990's is 
going to make it hard for China to expand its export trade. 


C) Key inland cities have done little to open up markets in 
developing countries. While the trade markets of devel- 
oping countries in comparison to markets in developed 
countries are slightly smaller in capacity individually, their 
absolute volume is certainly not small when added up. 
Moreover, in comparison to developing countries, the 
industrial technology of China’s key inland cities has 
obvious advantages, with our exports to these countries of 
manufactured goods and machinery and electronic prod- 
ucts being quite suited to their productive forces and quite 
competitive in this market. But as we have not paid 
enough attention to this market, overestimating the nega- 
tive factors and not exerting enough development effort, 
less than 5.43 percent of Wuhan’s 1990 exports went to 
developing countries, which was far lower than the 
national average of 14.5 percent. This has prevented the 
effective development of the existing production tech- 
nology and manufacturing capabililty of China’s key 
inland cities. 

So while stabilizing our Hong Kong-Macao-Taiwan 
market, it will also be imperative for us to actively expand 
our exports to developed Western nations and the vast 
developing countries, by optimizing the existing export 
market system of our key inland cities, and drawing up a 
rational and diversified export market strategy. Mean- 
while, an export strategy of diversified commodity mix 
will also make it practically feasible to practice a diversi- 
fied export-market strategy, as there is a sharp mutual 
complementarity between the export commodity mix of 
key inland cities and all types of markets. To our primary 
markets, we will export mostly primary raw materials and 
labor-intensive products, which are mutually complemen- 
tary with the high-tech industrial structure of developed 
industrialized nations and their export focus on capital- 
and technology-intensive products. To developing coun- 
tries, our exports will be mainly machinery and electronics 


of Existing Enterprises 


import i 

strategy. As to key inland cities, a strategic matter in urgent 
need of solution is whether to adopt an extensive import 
strategy of “the race being to the swiftest” and “trying hard 
to catch up,” which focuses on importing complete sets of 


import mostly key equipment and software technology, 
and combine it with the upgrading of existing enterprises, 


A) The traditional industrial technology and equipment of 
key inland cities is severely ageing, which makes it neces- 
sary to import technology to upgrade existing enterprises. 
Taking Wuhan’s machinery and textiles industries as 
examples, our 1990 machinery industry fixed assets net 
worth rate was only 48.3 percent, far lower than the 
national average of 62 percent while, in our textile 
industry, 46.4 percent of our special textile equipment was 
domestically inferior, with the fixed assets net worth rate 
of our six major cotton-spinning mills at only 46.7 percent. 
As machinery and textiles are Wuhan’s two major indus- 
tries, with their 1990 output value making up 37.6 percent 
of our GVIO, not changing such a backward technology 
level would be bound to severely affect our city’s economic 


growth. 


B) The rich S&T forces of key inland cities make it possible 
to assimilate advanced foreign technology and take the 
intensive import route. Assimilating advanced foreign 
technology and improving it creatively is necessarily pre- 
mised on rich research might and effective coordination 
between research and production. While this prerequisite 
does not exist in small- and medium-sized inland cities 
and rural areas. and is also limited in small- and medium- 
sized coastal cities, the host of institutions of higher 
learning and research institutes and the rich S&T forces in 
key inland cities provide a solid foundation for assimi- 
lating advanced foreign technology. 


C) From the angle of optimizing export commodity mix to 
increase export earnings, considering the adoption of the 





Il. Countermeasures for seen the F 

tg Kee Strategy Aims at Taland Cities 
1. We Should Strengthen Lateral Alliances To Establish a 
More Rational Export Commodity Production System. 


A) We should rely on economic coordination zones, 
strengthen the lateral economic alliances of key inland 
cities with small- and medium-sized cities and rural areas 
in the vast inland zone and, based on the resources and 
production conditions of all inland areas, rationally deploy 
a dominant export-production system, in order to form 
general socialized production with distinct regional char- 
acteristics. 


B) We should “make hotselling products our focus” based 
on close industrial links and good export-earnings results, 
intensify links among technology, industry, and trade, 
vigorously organize enterprise groups and, based on the 
principles of “optimized composition, overall planning, 
playing advantages up and disadvantages down, and coor- 
dinated development,” form an open, comprehensive, 
multilevel, multifunctional, concentrated, and inter- 
locking export-production network. 


C) We should make key inland cities our key enterprise 
reliance, county (municipal) enterprises our ‘eserve 
strength, and rural bases our key foundation, to esta Wish a 
chain-type export product mix and a stepped (ten wed) 
export commodity mix with the region as the unit. Based 
on the comparative-advantage principle, our export com- 
modity production system should use international market 
prices to set input-output efficiency, induce export produc- 
tion enterprises to reduce their internal consumption, and 
emphasize operating quality and economic efficiency. 


2. We Should Avail Ourselves of All Overseas Opportunities, 
Hit Out in All Directions, and Strive To Acquire Diversified 
Export Markets. 
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In light of their geographic disadvantage, we would recom- 
mend that key inland cities “avail themselves of all over- 
seas opportunities and hit out in all directions,” in an 
effort to acquire diversified export markets. 


A) Key cities in border provinces and regions, such as Xian 
and Lanzhou, could adopt a “Western-advance” strategy, 
by taking advantage of the Eurasian land bridge to focus on 
expanding business and trade -ith the CIS and all East 
European countries. When necessary, we can establish 
foreign trade offices in Urumai, for joint development 
with Xinjiang of trade with the CIS, and for export of 
inland products through the port of Urumai. 

B) The key inland cities along the Chang Jiang in the 
Central Plains hinterland, such as Chongqing and Wuhan, 
can take advantage of the Chang Jiang golden waterway to 
on one hand, develop Chang Jiang-coastal joint transport 
and, on the other to “borrow boats to set forth to sea” for 
entrepot trade through Shanghai. Wuhan could also con- 
tinue to take advantage of the Beijing-Guangzhou artery to 
export through Guangzhou. 


C) We should actively initiate international cultural 
exchanges and all sorts of tourist enterprises, and exploit 
all means to expand our foreign trade exports. China's 
inland provinces and regions have rich tourist resources 
and glorious cultural treasures, such as the beautiful Three 
Gorges scenic zone, the three famous lofty towers along the 
Chang Jiang (the Yueyang Tower, the Yellow Crane 
Tower, and the King Teng Pavilion), the Qinshihuang 
buried figures of warriors and horses, and the Dunhuang 
Cave frescoes, too numerous to mention in detail. The key 
inland cities can take full advantage of their radiation 
force, by organizing various sorts of specialized tourist 
tours and literary and arts festivals, using the method of 
building business and trade bridges by putting on cultural 
plays, and actively promoting their rich local distinctive 
products to increase export earnings. 


We Should Enhance Our Technology-Import Organization, 
Management, and Coordination, and Do a Conscientious 
Job of Assimilating Imported Technology. 


As technology import is a means but not an end, it will be 
only through assimilating imported technology to make it 
ours and expanding it to other industrial sectors that will 
enable it to play the roles of raising our overall industrial 
technical level and the international competitiveness of 
our products, and of promoting foreign trade exports and 
economic development. On this basis, we must accomplish 
the following: 1) We must improve our research system, by 
promoting closer cooperation of institutions of higher 
learn:ng and research institutes with production enter- 
prises. Our first task is to resolve the problem of research 
being divorced from production, so that technology 
import, upgrading, and development is organically com- 
bined into a whole, in order to speed up the conversion of 
new technology into productive forces. The (Wuhan) 
municipal government should consider setting up a “coop- 
erative research center,” to coordinate the S&T forces and 
costs of government, enterprise, and research units, in 
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order to promote coordination between research and pro- 
duction. 2) We must raise the coordination capability of 
our national basic industries, in order to speed up the 
nationalization of imported technology. In particular, we 
must consider the degree of coordination between tech- 
nology imports and our “three basic” industries, i.e., basic 
materials, basic technologies, and basic components. 3) 
We must resolve the motivation problem of production 
enterprises in assimilating imported technology, by putting 
an end to shortsightcd actions of impatience for quick 
profits. Meanwhile, in helping enterprises to resolve 
funding shortages, banks should set up special funds and 
provide preferential and supportive policies for enterprises 
to assimilate advanced foreign technology. 


POPULATION 


National Family Planning Legislation Urged 
93CE0661A Beijing ZHENGFA LUNTAN [POLITICS 
AND LAW TRIBUNE] in Chinese No 50, Apr 93 

pp 89-93 


[Article by Yang Quanming and Yuan Jiliang: “Thoughts 
on Family Planning Legisla.ion”] 


[Excerpts] [passage omitted] For a long time in the past, as 
we lacked scientific understanding of the issue of popula- 
tion, we failed to adopt effective measures to control 
population growth, and the production of human beings 
was carried out in an uncontrolled, anarchical way, 
resulting in the huge pressures now in existence. Having 
achieved profound understanding of the laws of the devel- 
opment of the two categories of human productive activi- 
ties, and having conducted scientific analysis of China’s 
experiences and lessons relating to the pepulation issue, 
the party and the state came to give great attention to the 
population issue. The 12th CPC Congress made the prac- 
ticing of family planning a fundamental national policy. 
When the 1982 constitution was formulated, this funda- 
mental national policy was—in a careful move—made part 
of the General Principles chapter of the constitution. The 
1982 constitution stipulates: “The state shall promote 
family planning so that population growth may fit the plan 
for economic and social development.” It also stipulates: 
“Both husband and wife shall have the duty to practice 
family planning.” If one may say that the formation of a 
clear policy of practicing family planning represented a 
leap in the process of understanding the population issue 
in China, then one may say that writing family planning 
into the constitution represented another leap on top of the 
understanding achieved. All this has provided basis for our 
effort to establish a system of legal rules governing family 
planning. 


This was a good beginning at that time; but the effort has 
stalled in the following period. As the fundamental law of 
the land, the constitution can only contain the general 
principles on family planning, and those principles must 
be embodied in definite, standardized, and specific rules in 
ordinary laws. The cognitive leap reflected in the consti- 
tution can produce practical social effects only by being 
embodied in ordinary laws. The problem has been that 
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since the promulgation of the 1982 constitution, the issue 
of producing uniform national legisiation on family plan- 
ning has so far failed to be officially put on the agenda, 
because of various complicated factors. As those general 
principles contained in the constitution have failed to be 
embodied in ordinary laws as should have been the case, 
those general principles are not backed by specific laws and 
regulations, and the citizens’ family planning duty, pro- 
vided for by the constitution, has not been defined and 
embodied in specific provisions of laws. It is legally 
unclear what rights and duties citizens definitively have in 
relation to family planning, how the reproductive right is 
defined and delimited, what liability violations of the 
family planning principles entail. Such a situation has 
doubtless had great negative impact on the effective imple- 
mentation of the fundamental national policy enunciated 
in the constitution. 


How to accomplish the state’s family planning tasks in the 
absence of ordinary laws? Besides propaganda and ecuca- 
tion, mainly two methods have been used: first, the use by 
the localities of administrative means (including economic 
means); and, second, the formulating of local regulations. 
The use of the two methods has to some extent made up for 
the deficiencies in uniform national legislation, played a 
role in meeting contingent needs, and has to some extent 
produced the effect of controlling population; but, the use 
of the methods has also produced significant after-effects. 
First, there has been an increase in the wilfulness in the 
family planning work in the localities and at the grassroots. 
In the absence of uniform laws, in order to accomplish 
tasks, the localities have had to resort to all available 
means. For instance, in the rural areas, the methods—such 
as withholding approval for the use, by those having 
extra-plan births, of land for housing-construction pur- 
poses, having township enterprises refuse to employ those 
having extra-plan births, and imposing fines on those 
having extra-plan births—have been used. In the urbari 
areas, the main method used for controlling extra-plan 
births has been to withhold residence permits. If those 
having extra-plan births are government employees, there 
would be deductions in wages. In serious cases, those 
involved can be dismissed from their government jobs. If 
those involved are CPC or Communist Youth League 
members, disciplinary actions would also be taken against 
them. As there are no uniform law-based standards, a few 
localities would do whatever they want and impose what- 
ever fines they wish to impose. Such nonstandardized 
practices have aroused negative feelings among ordinary 
people. Second, there has been adverse impact on the unity 
and dignity of the state’s legal system. The practice of 
having no laws made by the center and of making local 
regulations become the rules restricting citizens’ reproduc- 
tive right not only is legally unsound, but also inevitably 
creates great differences between the regulations of dif- 
ferent localities. As the localities have had to formulate 
such local documents as their own provisional rules or 
internal rules, leading to a situation where there are 
provincial, county, or even township rules, it is inevitable 
that citizens of different regions would face different 
restrictions. At the same time, as no uniform rules are 
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made on the issues on which there should have been 
uniform legal rules, some forcible measures which could 
have been legal have become illegal. For, in some situa- 
tions, family planning work needs to be backed by forcible 
measures provided for by the law. However, there is no 
uniform legislation, and it is difficult to use local legisla- 
tion to regulate matters which should have been regulated 
according to laws; meanwhile, it is impossible to totally 
avoid using forcible measures in practice. Such a situation 
is not in accord with the requirements of the legal system. 
Third, there have been adverse effects on the relations 
between cadres and ordinary people, resulting even in 
hostile feelings. As a result, many family planning workers 
are in an awkward situation. In short, because of the 
practice of having no uniform legislation and relying only 
on the contingency measures now in existence, family 
planning work is now faced with serious difficulties and 
undergoing great predicaments. According to the com- 
rades working at the grassroots, in recent years, many 
national laws have been made, and there are laws gov- 
erning the various sectors. However, while family planning 
work is the “most difficult work in the world,” there 
remains no national law on family planning. This situation 
undoubtedly adds to the difficulty of the work. To get 
family planning work out of the predicaments, both cadres 
and ordinary people urgently hope that there will be a 
uniform family planning law so as to use regulations and 
legal provisions to embody the party’s and the state’s 
policy on birth; and such a law can then be used to regulate 
and adjust the activity of reproduction of human beings. 
This can, on the one hand, make the constitution- 
stipulated fundamentai national policy harmonize with 
citizens’ rights and duties, so that citizens can clearly know 
their legal rights and duties and the limits to those rights 
and duties; and, on the other hand, get the grassroots 
family-planning workers out of the predicaments, so that 
family planning work can be carried out strictly in accor- 
dance with the law, and that cadres can conduct their work 
on the basis of being confident of the legitimacy of the 
work. [passage omitted] 


An important reason why China has yet to have family 
planning legislation after the passing of so much time has 
been that for a long time we have not resolved—in terms of 
the understanding we have achieved—the issue as to 
whether it is proper or workable to impose legal restric- 
tions on citizens’ reproductive right. Some Western coun- 
tries have made a great fuss over this issue and attacked the 
Chinese Government, arguing that the Chinese Govern- 
ment has “violated human rights” by practicing family 
planning. Some confused people inside China also worry 
that restricting citizens’ reproductive mght is incompatible 
with the constitution-stipulated protection for human 
rights. Both those vicious attacks from overseas and the 
well-intentioned worrying on the part of some people 
inside China have all along been creating difficulties for 
conducting thinking on family planning legislation. Does 
the imposition of necessary restrictions on citizens’ repro- 
ductive right constitute human rights violation? This is a 
key issue confronting the effort to conduct thinking on 
family planning legislation, and urgently needs to be 
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clarified theoretically. Without resolving this issue of 
understanding, it would be totally impossible to tackle the 
matter of family planning legislation. [passage omitted] 


Family planning legislation is in the category of difficult 
legislation. In terms of specific legal norms, it is not 
possible to avoid several key issues; instead, it is impera- 
tive to do a good job of resolving those issues: 


First, determining a couple’s birth quota (that is, delim- 
iting citizens’ reproductive right). To put it briefly, China’s 
current birth policy can be called the “one, two policy,” 
that is, advocating on a universal basis that one couple has 
only one child, and allowing some ordinary people in rural 
areas with special difficulties to have second births after 
pausing for several years. In addition, special treatment 
can be given to minority nationality members with special 
difficulties. How to impose specific limits, in the form of 
legal norms, on citizens’ reproductive right is an important 
issue confronting the work on family planning legislation. 
Undoubtedly, having definite legal norms depends on 
having a clear and settled birth policy. But, for a long time, 
peopie have all along been debating whether there should a 
birth quota of one birth or of two births. This issue has to 
some extent become a very difficult legislative issue. In our 
view, although people have not reached a consensus on this 
issue, it is still possible to find an appropriate answer on 
the basis of the current situation. In view of the require- 
ments of the current birth policy, one approach would be 
to have a birth quota of one birth, while giving special 
permissions to citizens with special problems for having 
two births. Such special permissions would be given only 
when legal requirements are met. It would be necessary to 
go through legal procedures in order to get such special 
permissions (the citizens getting such special permissions 
for two births must have the special difficulties as specified 
in the law, and must personally apply and get the permis- 
sions, when having paused, as required, after having first 
births). Another approach is to have a birth quota of two 
births, but there will be a policy of encouraging having one 
birth and of not advocating or encouraging having two 
births; and there will be stringent restrictions on having a 
second birth (such as requiring a pause). Whichever 
approach is adopted, it is always necessary to strictly 
forbid having extra-plan second births and multiple births. 
Comparatively, the second approach seems to be easier for 
ordinary people to accept. Both the essence of citizens’ 
rights and people’s mentality are in line with using the two 
birth quota to embody citizens’ reproductive right. In 
terms of legal theory, in any case the two people, husband 
and wife, should at least have the right to reproduce 
themselves; that is, that there should be a legal right to 
have two births. On this issue currently, there is an opinion 
that cannot be ignored, namely, the opinion that the 
one-birth policy is far from being able to meet the actual 
needs of people at large in the rural areas and is far from 
being acceptable to people at large in the rural areas in 
terms of their thinking. In practice, the one-birth policy 
has never been truly implemented in a thorough manner; 
the situation regarding having two births has not been 
brought under effective control; and the phenomenon of 
having multiple births has not been totally eliminated. In 
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view of all this, it would be much better to have an explicit 
two-birth policy, allowing two births on a universal basis 
and in a planned, controlled way. Such an approach will set 
ordinary people’s minds at rest, and also be acceptable to 
ordinary people. At the same time, it is proper to have the 
state’s policy tilted in favor of having one birth through 
providing material incentives, that is, using rewards, spe- 
cial treatments, and inducement to increase the one-birth 
rate, and usivg the resultant sharp contrast to induce 
ordinary people to choose the one-birth practice, so as to 
reduce the two-birth rate; and it is also necessary to 
resolutely eradicate the phenomenon of having three 
births. It is not proper to lightly accept such an opinion, 
but the opinion is really worth our attention and study. 


Second, the issue of restrictive measures. After delimiting 
the reproductive right in order to ensure strict compliance, 
there needs to be, in addition to propaganda and rewards, 
restrictive measures to serve as an important means of 
ensuring such compliance. In addition to ordinary economic 
and administrative sanctions, it is also necessary to have 
legal rules providing for relevant forcible, restrictive mea- 
sures to deal with the situation of being pregnant and 
preparing to give birth after having had two births, such as 
rules which explicitly provide for forcible termination of 
pregnancy, forcible induced abortion, or induced abortion. 
It is necessary to forcibly sterilize those couples who have 
failed to be sterilized or use contraceptive measures after 
having each had two births. Forcible and restrictive mea- 
sures constitute an issue which critically affects whether 
family planning work can be effectively carried out. If there 
are no relevant legal rules, then it would be difficult to 
eliminate the stubborn problems in family planning work. 
Therefore, there should be no hesitancy on this issue. As the 
use of such forcible measures has a direct bearing upon 
citizens’ personal rights, there should be strict legal restric- 
tions on the use of such measures in terms of the conditions 
and procedures relating to the use of such measures: (1) It is 
necessary to notify those involved after the decision to use 
forcible measures has been made; the notifying procedure 
represents a necessary preparatory stage in the process of 
using forcible measures. The purpose of having such a stage 
is to provide a make-up opportunity so that those involved 
can stop violating the law on their own and take corrective 
actions; if they take make-up actions on their own, then the 
decision to take forcible measures can be immediately 
rescinded. (2) It is necessary to make the relevant technical 
and medical conditions safe and reliable, so as to prevent 
accidents. (3) There should be a stringent approval proce- 
dure; it is appropriate to authorize prefecture- and county- 
level specialized agencies to grant the relevant approvals. 


Third, the issue of reward and punishment. If a citizen has 
the legal right to determine whether to have one birth or 
two births, then formulating legal rules embodying the 
policy of giving large rewards to any couple having one 
birth will be an effective, feasible, and necessary method. 
At the same time, it is necessary to clearly provide that 
preferential treatment and reward be given to those mar- 
rying late and giving birth late, that preferential treatment 
and reward be given to any only child and the parents, and 
that rewards be given to units and individuals who have 
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done outstanding work in the area of family planning. 
Obviously, there will be detrimental effects on the work of 
reducing the birth rate, if the rewards for those citizens 
who have voluntarily practiced family planning do not 
result in a sharp contrast, and if there are no severe and 
proper punishments on those who have failed to strictly 
comply with family planning regulations. In our view, 
there should be proper punishments on those engaging in 
the following conducts: births in excess of the birth quota; 
hiding extra-plan births; sabotaging birth control devices; 
performing birth control operations in violation of regula- 
tions, resulting in malpractice accidents; giving maltreat- 
ment to women who have practiced family planning or 
have given birth to female babies; falsely claiming to have 
given birth to a “twin” or “disabled child”; getting steril- 
ized after getting pregnant; phony sterilization; the prac- 
tice of family planning officials using their positions for 
making personal gains; insulting, threatening, and beating 
family planning workers when they are performing official 
duties. [passage omitted] 


AGRICULTURE 


Governor on Agriculture’s Market Orientation 


93CE0549B Beijing JINGJI RIBAO in Chinese 
2 May 93 p 2 


[Article by Wu Guanzheng (0702 1351 2973), governor of 
Jiangxi Province: “Readjusting the Structure and Fos- 
tering Markets—Promoting the Change to a Market 
Economy in Agriculture”’] 


[Text] Agriculture is the foundation of economic develop- 
ment and social stability. Judging by the present realities, 
the villages are where the difficulties lie in our efforts to 
bring about a level of moderate prosperity, but also where 
potential and hope exists for economic development. To 
realize the task of economic construction outlined at the 
14th CPC National Congress and to have the national 
economy reach a new and higher level by the end of this 
century in quality as well as in overall strength requires 
prominent attention to agriculture. It requires giving 
highest priority to agriculture and requires the most exten- 
sive and vigorous promotion of the rural economy. 


Development of agriculture and of the rural areas requires, 
as pointed out by Comrade Deng Xiaoping in his impor- 
tant talks in connection with his southern tour of inspec- 
tion, and for which the spirit of the 14th CPC National 
Congress gives guidance, that we more effectively emanci- 
pate our minds, accelerate the reform, and establish a 
system of socialist market economy. Successful develop- 
ment of a market economy now requires that we must, 
above all, do a thorough job of restructuring the rural 
economy and of developing markets. 


Starting in !988, Jiangxi Province has aimed at building 
the great edifice of its economy on the foundation of 
modern agriculture, has fought an overall battle for devel- 
opment of its agriculture, and has promoted industrializa- 
tion of agriculture. With the purpose of increasing peasant 
income, and taking the market as a directional guide, our 
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basic line of thought has been to accelerate the structural 
readjustment of the rural economy and a shifting of 
manpower in the rural areas. 


The entire province has been continuously laboring along 
this line of thought for five years and has achieved con- 
spicuous successes. Comparing 1988 to 1992, the value of 
total social product in the rural areas of the province has 
quadrupled. Main crops of industrial raw materials used to 
be produced for a long time only in a quantity sufficient for 
more or less half of the industrial production capacity, but 
they now enable self-sufficiency or even surplus produc- 
tion. The share of forestry, animal husbandry, sideline, 
and fishery production has risen to a 49.1 percent share in 
the value of total agricultural production. The share of the 
value of non-agricultural output in the total rural social 
output has for the first time exceeded the value of agricul- 
tural output; it has reached 50.2 percent. Average per 
Capita net income of peasants has increased 212 yuan. 
Practice has told us that developing agriculture by merely 
attending to grain production and attending to agriculture 
by merely attending to agricultural cultivation will not 
help increase agricultural production, and it will also not 
stabilize grain production. Only by developing diversified 
economic undertakings and non-agricultural industries 
will there be a foundation for good harvests, and only then 
will the rural economy truly be able to reach a new and 
higher level. In view of the realities of Jiangxi Province, 
the following should now be carried out: 


First, the peasantry must be actively induced to adjust its 
product mix according to market demand and to promote 
improvements in the rural industrial structure. In grain 
production, production of high quality strains should be 
energetically developed, firmly adhering to the principle of 
raising per unit area yield to increase total production 
volume, greatly expanding the cultivation of cash crops 
that have a market and are profitable, energetically devel- 
oping livestock, poultry, and aquatic products industries, 
and promoting grain changes and increases in the intake of 
the peasants. 


Second, nonagricultural industries must be energetically 
developed, tying the development of rural enterprises to 
development of the new type of small cities and raising the 
overall economic strength. In 1992 the total output value 
of rural industries in Jiangxi Province had risen 51.8 
percent, accounting for 31.6 percent of the total industrial 
Output value throughout the province. The newly- 
increased output value of rural industries accounted for 54 
percent of the total newly-increased industrial output 
value. The net income from the exportation of rural labor 
services amounted to over | billion yuan, from which the 
peasants gained on a per capita average an additional 25 
yuan in income. Efforts will be made this year to even 
exceed the level of last year. 


Third, macroeconomic regulation and control must be 
strengthened and the establishment of a socialized service 
system of various levels and forms must be perfected; 
business operations must be further decontrolled, price 
relations and fair competition must be straightened out, 
and a market price mechanism under macroeconomic 
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regulation and contro! must be gradually formed; and a 
system of price protection for and reserves of agricultural 
products must be explored and established, and it must be 
attuned to the conditions of decontrolled purchasing and 
sales of agricultural products. We fully support the eight- 
point economic policy for the promotion of the reforms 
concerning purchase and sale of grain and for production 
development, as recently determined by the State Council, 
and will implement the policy item by item. We shall 
energetically develop a rural market system, enliven circu- 
lation, develop futures trading, perfect rural socialized 
services with regard to capital funds, information, pro- 
cessing, and marketing, and reduce indiscriminate produc- 
tion and marketing by peasants. We shall establish and 
perfect a science and technology service network for the 
entire rural area. This year Jiangxi Province allocated 
funds and established a base for the development of 
improved varieties of crops, and it is disseminating new 
varieties and new technologies throughout the province. 


Fourth, effective input in agriculture through a variety of 
channels must be continuously increased. Departments of 
all ranks must maintain increases in input into agriculture, 
and, even more importantly, peasants must be induced to 
increase their financial input and labor accumulation, 
perfecting the rural infrastructure. Serious attention must 
be paid to the employment of foreign capital to develop 
agriculture; we must attract foreign firms to invest and 
operate agricultural undertakings and the processing of 
agricultural products. The way loans from the World Bank 
have been used by Jiangxi Province for the exploitation of 
its lateritic soil deposits has already proven effective and 
has been praised by the World Bank. We shall energetically 
support and encourage foreign trade enterprises, business 
firms, and industrial and mining enterprises in their 
investments in the rural areas to establish raw material 
bases and bases for nonstaple foodstuffs. 


Fifth, effective measures must be adopted to protect the 
production enthusiasm of the peasants. We shall lighten 
the burdens of the peasants and protect the interests of the 
peasants; we shall also consider these efforts an important 
matter in the interests of consolidating the worker-peasant 
alliance. We shall resolutely put a stop to the “three 
irregularities” [setting up checkpoints, collecting unautho- 
rized fees, and imposing unauthorized fines], and ensure 
that the burdens of the peasants are controlled to within 
the limits prescribed by the state. We shall show solicitude 
for the hardship of the peasants and earnestly resolve all 
actual difficulties experienced by the peasants in produc- 
tion and in their livelihood. We shall do a good job in the 
overall administration of public order in the rural areas, 
put a stop to all kinds of fraud and robbery, abolish the 
checkpoints, and ensure orderly legitimate production and 
circulation. We shall strengthen protection of the arable 
land resource and prohibit indiscriminate use of arable 
land so that arable land will forever be available for 
cultivation. 
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Heilongjiang Issues Circular To Ease Burdens 


93CE0549C Beijing NONGMIN RIBAO in Chinese 
16 Apr 93 p 1 


[Article by NONGMIN RIBAO reporter Li Fulai (2621 
4395 0171): “Heilongjiang Province Issues Strict Decree 
To Lessen Peasant Burdens”] 


[Text] On 8 April Heilongjiang issued a “Notification by 
the People’s Government of Heilongjiang Province Con- 
cerning Lessening the Burdens of the Peasants.” The 
notification has been made to all villages, towns, and 
townships and all the people. It has strictly ordered sincere 
implementation of the provisions of the State Council’s 
“Regulations on the Administration of Expenditures and 
Labor Services to be Borne by the Peasants,” and of the 
“Regulations of Heilongjiang Province Concerning the 
Administration of Encumbrances To Be Borne by the 
Peasants,” as well as the provisions of the “Urgent Cir- 
cular Notice on the Conscientious Lessening of Burdens on 
the Peasants” issued under the “double authority” of the 
Central Committee and the State Council. These regula- 
tions firmly control the burdens of the peasants to within 5 
percent of the average per capita net income of the 
peasants in the preceding year and have been wholeheart- 
edly supported by the broad masses of the peasantry. 


To facilitate resistance on the part of the peasants against 
unauthorized impositions and excessive assessments, the 
notification reaffirms that the portion withheld by the 
village be 3 percent of the local average per capita net 
income of the preceding year (this should comprise | 
percent for the accumulation fund, 0.5 percent for the 
public welfare fund, and 1.5 percent for administration 
expenses). Each village may not have more than three 
persons entitled to quota subsidy remuneration. Remuner- 
ation for lost work time due to official duties must not be 
more than two-thirds of the quota subsidy remuneration. 
Deductions for overall village expenses shall be 2 percent 
of a person’s net income in the preceding year. A person’s 
compulsory labor service for the village shall be 5 to 10 
standard work days per year. Any mechanical or animal- 
drawn transport vehicle must not be required for more 
than 2 days per year. Labor service accumulation must not 
be required from each unit of the labor force of the village 
for more than 20 standard days per year. 


The provincial government has stressed that it is forbidden 
to extend indiscriminately any of the items beyond what is 
permitted by the above-stated regulations. 


The provincial government has strictly decreed that from 
the date of publication of the “notification” and apart 
from the payment of legitimate taxes, all impositions of 
expenditures and assessments on the peasants, any fund 
accumulations, special target-oriented activities, and col- 
lections of an administrative nature, as well as various 
funds established at the villages, regardless of formulation 
by government rank or department, shali cease to be 
carried out and later on sorted out. If it is found, after 
sorting out, that some of these measures should indeed 
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require continuation, they shall be put into effect after 
being reviewed according to the competency prescribed in 
the “regulations.” 

To supervise implementation of the regulations for the 
lessening of burdens on the peasants, the provincial gov- 
ernment has pointed out that the peasants have the right to 
resist continued increases of burdens in violation of the 
“notification.” Any person who knows of such violations 
has the right to report such. The provincial government 
has established a special telephone line for such reports. 
Any retaliation against denunciators will be severely pun- 
ished. All discipline inspection and procuratorial depart- 
ments shall consider it their important official duty to 
ensure implementation of the “notification.” 


Anslysis of Recent Lumber Market 


93CE0664B Beijing ZHONGGUO LINYE 
[FORESTRY IN CHINA] in Chinese No 5, 17 May 93 
pp 37, 38 


{Article by Fu Liwen (0265 7787 2429): “Analysis of 
China’s Recent Lumber Market"’] 


[Text] 1. Lumber Market Forecast 


Production and sales of lumber in the years 1990 to 1992 
were directly affected by changes in the pace of national 
economic development. Using the calculation method of 
“Annual total volume of lumber sales equals: last year’s 
storage plus this year’s output, this year’s storage.” Let us 
make some forecasts for the lumber market. 


The year 1990 was a time of harnessing and consolidating 
the Chinese economy. The nation reduced the scale of its 
capital construction, and the market was weakened. The 
output of lumber in that year was 51.09 million cubic 
meters, the lumber sales volume was 53.29 million cubic 
meters, and the volume of stored lumber increased to 
23.20 million cubic meters. 


With the acceleration of China's economic construction in 
1991, the lumber market gradully recovered. That year’s 
lumber output was 51.09 million cubic meters, and the 
year’s sales volume was 56.39 million cubic meters, an 
increase of 3.10 million cubic meters over 1990, a 6 
percent improvement. There were 19.42 million cubic 
meters in storage at the end of the year, a reduction of 3.78 
million cubic meters from the previous year. 


The lumber production and sales situation for January to 
August 1992 was a total national production of 22.90 
million cubic meters, with sales of 32.83 million cubic 
meters, while lumber in storage was 16.49 million cubic 
meters, a reduction of 15.1 percent compared with the 
same period in the year before. Forecasts from relevant 
departments indicate that China’s economy will have 
about a 10 percent growth rate this year, and with this 
accelerated domestic economic development, market 
needs for lumber will continue to increase, so that lumber 
product enterprises will fulfill their production and sales 
plans ahead of time. The lumber producing plan for 1993 
calls for 56.32 million cubic meters, with a calculated sales 
volume of 62.53 million cubic meters; this is an increase of 
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6.14 million cubic meters over the same period in 1992, 
and an |! percent improvement. Storage by the end of the 
year will be reduced to 13.21 million cubic meters, a 
reduction of 6.21 million cubic meters from the same 
period last year, or 32 percent. 

Based on our growing domestic economic development 
and increasing lumber sales for 1990, 1991, and 1992, we 
forecast that the volume of lumber sales in 1993 will 
increase by 8 percent over 1992 (we arrive at an 8 percent 
composite index number by taking 1991’s 6 percent 
increase over 1990, and 1992’s 11 percent increase over 
1991) with a 67.54 million cubic meter lumber requirment 
in 1993. Now, let’s analyze two situations which relate to 
the volume of the lumber supply: 


The first situation: if stored lumber at the end of 1993 is 
still at 13.21 million cubic meters, where it was at the end 
of 1992, and lumber output in 1993 is 56 million cubic 
meters, we can supply 56 million cubic meters’ in sales 
volume for the year. It is forecast that the market require- 
ment will be 67.53 million cubic meters, which is 11.53 
million cubic meters more than the year’s supply capacity. 


The second situation is: based on reasonable storage, 
lumber storage in 1993 will be 5.2 million cubic meters, 
which is 11 percent of the year’s lumber output; if 1993's 
lumber output is 56 million cubic meters, we can supply a 
sales volume of 63.01 million cubic meters for the year. 
Based upon an estimated market requirement of 67.53 
million cubic meters, this will be 4 million cubic meters 
more than the year’s supply capacity. 

According to China’s economic development situation, the 
changes in that market supply and demand for lumber 
market and the amount of capital that lumber producing 
enterprises have invested, it will be impossible to keep 
lumber storage at the same level as at the end of 1992. So, 
based on the planned figure of reasonable storage being | | 
percent of 1992’s production, there will be a 4 million 
cubic meters shortfall between supply and demand. This is 
a more conservative forecast. Because storage at the end of 
1992 was 13.21 million cubic meters, while 1993's will be 
6.2 million cubic meters, nearly 7 million cubic meters less 
compared to the same time last year, under this situation 
there will still be a shortfall of 4 million cubic meters in 
what is needed to replenish the market supply. 


2. The Effects Brought on by Imported Lumber 


Importing lumber is an important measure to resolve 
China’s lumber shortage. According to statistics from 
Customs, China imported a total of 3.61 million cubic 
meters in logs in 1991, chiefly from the United States and 
the countries of the former Soviet Union, at an import 
price of $110.40 per cubic meter. Log imports in 1992 
totalled 1.97 million cubic meters, at an average import 
price of $112.90 per cubic meter. Because of the general 
recovery of the world economy, every country has a 
growing need for lumber, so prices will rise in the interna- 
tional lumber market. After the 1992 world environmental 
development conference, many countries took steps to 
reduce or prohibit exports of logs in order to protect forest 
resources and the ecological environment, which led to a 
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rise in the price of logs. it has been difficult for China’s 
central foreign exchange to fulfill its American pine import 
plan due to reduced lumber exports by the United States. 
Canada has virtually ceased exporting logs, and Vietnam 
has banned such exports. Due to political and economic 
causes, lumber which we had been importing from the 
former Soviet Union has not been delivered on time, so we 
have had to reduce our volume of imports from there. The 
(approximately 10 percent) increase in log prices caused by 
the 1992 increase in customs duties on South Pacific 
lumber has also affected our lumber imports. Generally, 
the international lumber market situation is very unfavor- 
able for Chinese imports of lumber. In order to remedy its 
lumber supply shortages, China imported 2.7 million cubic 
meters of lumber from January to August 1992, and 
estimates are that this will reach a total of 3.5 million cubic 
meters for the year. China exports 500,000 cubic meters of 
lumber annually, so that the volume of imported and 
exported lumber is almost balanced. Forecasting on this 
basis, if imports and exports of logs maintain their end of 
1992 levels, domestic market requirements of lumber will 
still see a 4 million cubic meter shortfall. 


Based on the national economy’s 1993 rate of develop- 
ment, there is a definite trend to increased lumber imports. 
If 1993 imports of lumber reach 7 million cubic meters, a 
large scale increase over 1992, there will be a partial 
relaxation of the contradictions in the domestic market. 


3. Suggestions 


According to the foregoing analysis, there will be a 
shortage of about 4 million cubic meters in the 1993 
lumber market. In order to make the market supply of 
lumber fit our economic development, we make the fol- 
lowing suggestions: 


1) Adjust lumber prices. There were many reasons for the 
big lumber shortage of 1993, but the low price of lumber 
was a major one. Right now, the rapid development of our 
national economy has created a huge demand for lumber, 
but low prices discourage lumber producing enterprises 
from increasing production and cut costs, and does 
nothing to encourage lumber-consuming industries to 
actively seek substitute products which will cut their costs. 
If the paper products industry would use wood scraps as 
raw materials, it could save nearly one million cubic 
meters of high quality lumber every year. 


We suggest that price adjustment will bring quality lumber 
at a favorable price, and that increasing the price of jointly 
distributed lumber will encourage both producers and 
consumers to pay closer attention to lumber and seek 
substitute materials, for example, to develop metal mate- 
rials, plastic and cement, etc. Therefore, adjusting lumber 
prices will be a major step towards easing the shortages in 
the 1993 lumber market. 


2) We recommend that forestry departments at all levels 
do a better job of distributing cutting licences in advance, 
and restore the former pre-cutting system in order to 
assure that lumber production will suit the needs of the 
lumber market. 
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3) Increase the volume of imported lumber to supplement 
the needs of the domestic lumber market. 


4) Exercise greater control over the lumber market, with 
strict application of relevant especially when 
market needs exceed the supply. This will prevent unrea- 
sonable and purposeless cutting. There must be stronger 
supervision and inspection of the lumber market. 


Roundup on Rural Analysis Symposium 
93CE0572B Beijing ZHONGGUO NONGCUN JINGJI 
[CHINA’S RURAL ECONOMY] in Chinese No 4, 

20 Apr 93 pp 49-51 


[Article by Li Jing (2621 7234) of the Editorial Depart- 
ment of ZHONGGUO NONGCUN JINGII: “Roundup 
of Symposium on Analysis of Agricultural Situation and 
Ways To Deal With It”} 


[Text] The Market Economy Research Institute of the 
Software Sciences Committee in the Ministry of Agricul- 
ture and the Editorial Department of ZHONGGUO 
NONGCUN JINGJI not long ago jointly held in Beijing a 
symposium at which scholars made a conscientious anal- 
ysis of the current situation in agriculture and put forward 
corresponding measures to deal with it. 


A.. How To Regard the Current Agricultural Situation 


Scholars at the symposium maintained that whether the 
judgments on the agricultural situation are correct directly 
affects whether the policy decisions on agriculture are 
scientific. However, under China’s current circumstances, 
it is very difficult to make a correct judgment of the 
agricultural situation, because China lacks a perfected 
econmic monitoring system and early-warning system. 
Information collection and feedback is fairly difficult and 
often lacks fidelity. Therefore, people’s judgment of the 
agricultural situation often starts from real emotions. The 
scholars at the symposium held that, with regard to the 
analysis of the current agricultural situation, it must be 
free from the former idea of the theory that only grain 
counts, 1.e., thinking that the agricultural question is the 
grain question: if there is a bumper grain harvest then the 
agricultural situation is good; and if there is a drop in the 
output of grain, then the agricultural situation is bad, 
always having a sense of crisis about grain or a case of 
melancholia about grain. From a look at the ideas of the 
market economy, we see that the full plowing and other 
phenomena that have now appeared in the rural areas are 
normal phenomena that appear in agriculture’s transition 
from a planned economy to a market economy. 


The scholars at the symposium concluded that the fol- 
lowing are the main problems existing in China’s agricul- 
ture at present: 

1. Last year the rising fever for opening up areas took up a 


lot of farmland; the area under cultivation rapidly 
decreased and the peasants’ interests were also impaired. 


2. The conditions for trade in agricultural products have 
worsened. According to statistics, in 1992 the price index 
for agricultural products rose 3.4 percent, while the price 
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index for the means of production used in agriculture rose 
7.3 percent, and the price index for consumer goods in 
peasant life rose 4.7 percent. 


3. There has been a relative decline in the peasants’ 
income. In 1992 the per capita income of peasants in 
China was 780 yuan, an increase of 5.8 percent over that of 
1991. However, the growth of the peasants’ income is 
lower thanb the growth of the rural society’s total output 
value and the growth of the township-town industry’s total 
Output value. Last year the rate of growth in the rural 
society’s total cutput value was 18 percent, and the rate of 
growth in the township-town industry’s total output value 
was 39 percent; but the rate of growth in the peasants’ 
income was lower than that of urban residents. 


4. The peasants’ burden is heavy, and many of them 
cannot make ends meet. 


5. The agricultural product mix cannot meet the demands 
of economic development, and a large amount of inferior 
products are overstocked but are still being purchased 
without letup. 


6. Agricultural input has decreased. This is manifested in: 
On the one hand, the growth of agricultural input and the 
development of agriculture are not in synchronization, 
e.g., in 1992, in the total investment in ownership by the 
whole people, investment in agriculture was only about 2.8 
percent. On the other hand, there is quite a lot of recessive 
runoff in agricultural input, and the phenomenon of layer 
upon layer of withholding goods that ought to be delivered 
is extremely widespread. 


7. A tendency to neglect agriculture has appeared. First, it 
is thought that agriculture has already reached a standard; 
second, it is thought that markets are omnipotent and that, 
provided the market economy is put into practice, the 
markets can solve all of agriculture’s problems. 


8. The discrepancies between agriculture’s developing 
areas are rapidly expanding. 


The two most direct consequences of the above problems 
are a reduction of the area sown to grain and the appear- 
ance of labor unrest among the people. According to 
calculations, the area sown to grain in the autumn and 
winter of last year and in this year was 321.54 million mu 
less, or a reduction of 1.3 percent, than that of last year. 
Cotton was 4,174 mu [figure as published] less, a reduction 
of 4 percent. Rapeseed was 31.99 million mu less, a 
reduction of 6.8 percent. As for the reappearance this year 
of labor unrest among the people, it is obvious to all. 


B. What Is the Source of Agriculture’s Problems? 


Scholars at the symposium concluded that there was an old 
cause, i.e, industrial-agricultural relations are uncoordi- 
nated. These uncoordinated relations have been newly 
manifested under the conditions of developing a market 
economy. Specifically, there are the following causes: 


1) The rate of China’s industrial development is too fast, 
thereby causing an insufficiency in agricultural invest- 
ment. Last year, after China’s industry was readjusted, 
economic growth mainly depended on an infusion of 
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capital and depended on attracting investment. Last year 
the rate of growth in investment in China’s industry was 
about 30 percent, of which that of industry under owner- 


heavy industry were respectively 9.1 and 16.8 percent in 
January, 16.8 and 22.2 percent in June, and 3 

percent in December. This shows that the growth 
China’s capital-intensive industry is faster 

growthof its labor-intensive industry, and China’s industry 
has taken the path of capital excluding labor. 


October of last year, the grain price fell to its lowest point 
since 1987. At the same time, China’s industry also carried 
out market reform. Because the prices of raw materials and 
energy rose by a big amount, the prices of industrial 
products also rose very quickly, causing a worsening of the 
conditions for trade in agricultural products. The peasants 
increased their output but not their income, and in some 
cases even could not make ends meet. 


4) In the market reform, various local governments, in 
order to develop the local economy, began to blindly 
develop and to set up development zones everywhere. The 
development zones, on the one hand, took up a large 
amount of cultivated land; on the other hand, the peasants 
were asked to come up with the greuter part of the funds 
needed, thereby making their burden heavier. Moreover, 
the process of China’s market reform, in essence, is also a 
process of readjusting interests. In the process of read- 
justing interests, all sides want to make use of the scheme 
of market reform to obtain their own interests. Because the 
peasants do not have any way to protect themselves, 
arbitrary collection of fees and arbitrary apportionments, 
despite repeated prohibitions, do not stop. 


5) For a long time the agricultural problem paramount in 
people’s minds has been the grain problem. After bumper 
harvests for several years in succession, people think that 
the grain problem has already been solved. Thus a ten- 
dency has been produced to neglect agriculture, neglect the 
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peasants, reduce agricultural investment, and, in partic- 
ular, neglect the further development of agriculture at 
some deeper levels, e.g., the problem of the peasants’ 
income and the transfer of labor. 


C. How To Solve the Problems Existing in Agriculture 


Scholars at the symposium maintained that, no matter 
what measures are taken, they must conform to the direc- 


departments. At the same time it would send 
the wrong signal to the peasants, causing a sharpening of 
the contradiction in which the supply of grain exceeds the 
demand. Moreover, when formulating these policies, the 
government did not stipulate which departments would 
respresent the state in supervising their implementation, 
which could lead to a situation in which the departments 
would shift responsibility onto each other and no one 
would implement the policies. Almost all the Western 
countries have adopted a protectionist policy for agricul- 
ture, but their protection is, for the most part, done for 
political reasons. Now, many Western economists think 
that the harm done by an agricultural protectionist policy 
is not less than that done by an agricultural tax policy; no 
matter whether viewed from the long or short term, it has 
a negative effect. 


Scholars at the symposium maintained that, even if the 
protectionist policy worked, China has an agricultural 
population of 900 million, and they cannot be protected; it 
is just a case of “trying to put out a burning cartload of 
faggots with a cup of water”—an utterly inadequate mea- 
sure. What is now most important is how not to harm the 
peasants’ interests, i.e., how to change the peasants’ 
unequal position in the exchange of industrial and agricul- 
tural products and their being forced to accept nonvolun- 
tary transactions and repiace it with voluntary transactions 
between equals. Only the government can solve this 
problem, and only the government should solve it. This 
involves a change in the government’s functions, and the 
principle of change is a rule of the market economy that it 
should obey, no matter whether it takes part in the market 
or intervenes in the market. The scholars at the symposium 
thaought that the following things must be done now: 
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1) Solve the problem of nonagricultural occupation of the 
iand. Although China’s laws stipulate that the land in rural 
areas is collectively owned by the villogers, at present 
agricultural land is often illegaily seized and requisitioned, 
thereby wasting the land resource and harming the peas- 
ants’ interests. Therefore, the state should first of all 
formulate an overall land program and a set of effective 
measures for controlling the requisitioning of land, so that 
for the ion of land there are regu- 
lations that can be followed and laws that can be a basis. 
Next, the state should make rules that enable the peasants 
to share in the earnings from land use, and the best 
measure would be to let the peasants become shareholders 
with land-use rights. Finally, from the long-range view, 
China should set up a perfected land system that makes 
clear property rights, so that the land-use rights become 
long term or permanent, and that makes clear the prop- 
erty’s main body and also protects the legitimate rights and 
interests of this main body. 

2) On the question of the land tax and other levies on the 
peasants, the state should formulate a set of measures for 
coilecting and controlling rents and taxes that make clear 
the distinction between rents, taxes, and fees, and that 
clearly stipulate the kinds of rents and taxes, the measures 
for collecting them, and the principal parts for levying 
them, thereby stopping the existing phenomena in the 
rural areas of arbitrary apportionments, arbitrary collec- 
tion of fees, and arbitrary raising of money and lightening 
the peasants’ burden. 


3) Reform the financial and banking system for the rural 
areas. At present the financial and banking plans for the 
rural areas simply cannot be achieved, and financial alloca- 
tions are frequently intercepted and diverted. The Agricul- 
tural Bank is unwilling to put funds into an agriculture that 
reaps few profits. Therefore, the state should, in line with 
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the characteristics of agriculture, put into effect a double- 
track system of institutional banking and commercial 
banking. With institutional banking replacing part of the 
present rural financial administration, i.e., carrying out the 
State’s investment plan for agiculture, and with the commer- 
cial banking restructuring the Agricultural Bank, the Agri- 
cultural Bank will truly become a banking enterprise. 


4) Formulate a rural property structure policy. With pref- 
erential policies supporting the development of township- 
town enterprises, particularly the labor-intensive town- 
ship-town enterprises, the state should accelerate the 
transfer of labor and raise the labor productivity rate and 
the peasants’ income. 

What is the way out for China’s agriculture? The represen- 

tatives at the symposium unanimously concluded that it 
lies in developing small cities and in developing nonagri- 

cultural industries. In brief, at present and in the future, it 
will not do to consider agriculture solely from the angle of 
eating food; we should consider it from the angle of the 
overall situation of the whole national economy. The 
current problem in agriculture is not the grain problem but 
rather the problem of the peasants’ income. If the peasants’ 

income is not raised, it will be impossible to start up the 
rural markets; and if the rural markets are not started up 
the national economy cannot develop on a big scale. But 
the problem of the peasants’ income is not a problem that 
can be solved based on how many kinds and how much 
grain there is. From the long-range view, the solution of the 
problem of the peasants’ income can only depend on the 
development of nonagricultural industries and the devel- 
opment of small cities and towns, so that the majority of 
peasants are transferred from the land, and so that the 
proportion of the rural population to the urban population 
changes from 9:2 to 2:9. This is the final way out for 
China’s agriculture. 
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NORTHWEST REGION 
CPC U U 
Regional rges Unity Among Xinjiang 


Propaganda Dept Issues Circular 
93CM0357B Urumqi XINJIANG RIBAO in Chinese 
26 Apr 93 pp I, 3 


[Article: “The Xinjiang Uygur AR Party Committee Pro- 
paganda Department Issues a Circular on Doing a Consci- 
entious Job of the 11th Nationalities-Unity indoctrina- 
tion-Month Campaign”] 

[Text] On 23 April 1993, the Xinjiang Uygur AR [Auton- 
omous Region] Party Committee Propaganda Department 
issued a circular calling for a conscientious implementa- 
tion of the | 1th Nationalities-Unity Indoctrination-Month 
Campaign. The full text of the circular is given below: 
May 1993 is the Xinjiang AR’s | Ith Nationalities-Unity 
Indoctrination Month. Since May 1983, under the leader- 
ship of the Xinjiang AR Party Committee and People’s 
Government, all departments in all areas have used every 
May for a concentrated mobilization and organization of 
the peoples of all nationalities in a solid campaign of all 
sorts of activities advantageous to nationalities unity, 
which has clearly raised the awareness of the masses of all 
nationalities about the Marxist nationalities stand, about 
conscientiously implementing the party’s nationalities 
policy, and about consolidating nationalities unity, and 
promoted better political stability, economic develop- 
ment, and social prosperity in the Xinjiang AR. As we are 
now facing three major opportunities to develop our 
economy and a fine climate for speeding up the joint 
prosperity of all nationalities, doing a conscientious job of 
the | 1th Nationalities-Unity Indoctrination-Month Cam- 
paign will help us to seize the opportunity to accelerate our 
development and promote the joint prosperity of all 
nationalities. This circular presents our requirements for 
the | Ith Nationalities-Unity Indoctrination Month, which 
we expect to be carried out conscientiously. 


1. We Must Closely Combine the Guidance Provided by 
Comrade Deng Xiaoping’s Speeches on His 1992 Spring 
Southern-Tour and the Spirit of the 14th CPC Congress 
With Xinjiang’s Nationalities-Unity and Economic- 
Development Realities, Continuing To Make Learning Our 
Key Mission To Be Emphasized. The overall guiding 
ideology for our 1993 Nationalities-Unity Indoctrination- 
Month Campaign is to closely combine the guidance 
provided by Comrade Deng Xiaoping’s southern-tour 
speeches, the spirit of the 14th CPC Congress, and a full 
implementation of the spirit of the 1992 Central and 
Regional Nationalities-Work Conferences with our 
region’s economic-development and nationalities-unity 
realities, by freeing up our thinking, acting pragmatically, 
seizing opoortunities, and intensifying reform, in order to 
speed up our development and achieve joint prosperity. 
With this guiding ideology, party committees and govern- 
ments at all levels, based on their previous study of 
Comrade Deng Xiaoping’s 1992 southern-tour speeches, 
must continue to thoroughly study Comrade Jiang Zemin’s 
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Work Report to the 14th CPC Congress, the key spirit of 
the Eighth NPC and CPPCC sessions, the key speeches of 
comrades Jiang Zemin and Li Peng at the Central Nation- 
alities- Work Conference, and the ammended Constitution 
of the PRC and Regional National Autonomy Law. These 
studies should enable the cadres and masses of all nation- 


ic develapenent in minesity-entionality sapiens, in 
order to promote the joint prosperity of all nationalities. 
This will mean closely uniting as one to seize opportunities 
and place genuine emphasis on acting pragmatically. 


with enforcement of the Party’s nationalities policy in 
their local regions, systems, and units, by making a 
full-scale, conscientious investigation of the nationali- 
ties-unity situation between localities and the military, 
localities and the production and construction corps, 
local and central units, and between units. Party and 
government leading groups at all levels must first adopt 
forms such as democratic-activity meetings, to conduct 
an investigation of the enforcement by leading cadres of 
all nationalities in recent years of nationalities policy 
and consolidation of nationalities unity, with efforts 
being focused on solving any problems that are discov- 
ered in this investigation. The “double-model” counties, 
cities, and groups already named by party committees 
and governments (military division-level) will be the 
priorities of this investigation. All areas can organize 
their forces based on respective conditions to adopt 
methods, such as self-investigation, mutual- 
investigation, and spot-checks by superiors. Those units 
that are found to have maintained their titles of honor 
and achieved new work successes will be vigorously 
publicized, while those that have experienced problems 
and whose work has deterioratd to the point where they 
have missed set deadlines for improvement will have 
their titles revoked. Our 1993 establishment-activity 
priority will be placed on consolidating, improving, and 
developing units that have already been named. 


3. We Will Launch Widespread “Double-Advanced” Cita- 
tion Activities, in Order To Make Full Preparations for the 
Xinjiang AR’s Third Nationalities-Unity Citation Congress 
To Be Heid in the Last Half of 1993. All systems in all areas 
must, based on study, investigation, and summing up, 
adopt the method of individual (unit) summing up and 
level-by-level choice through public appraisal, to cite the 
advanced nationalities-unity and military/civilian-unity 
collectives and individuals that have emerged in large 
numbers since the Xinjiang AR’s Second Nationalities- 
Unity Citation Congress. This citation must emphasize the 
topics of economic and nationalities-unity work, making 











the key criteria for advanced assessment economic growth 
and higher living standards for the masses cf all national- 
ities. This citation will raise the awareness of the masses of 
cadres of all nationalities about reinforcing nationalities 
unity and promoting economic development, by fully 
clarifying that economic improvement is not simply an 
economic matter, but rather a most immediate and crucial 
political and nationalities issue. This will make them more 
consciously focus their nationalities-unity work on subor- 
dination and service to the key of economic development, 
so that they will do better nationalities-unity work focused 
on economic development, reform, and opening. 


4. We Will Use Diversified Forms To Launch a Widespread 

of Benefit to Nationalities Unity and Unity 
Among All Parties. Our decade of experience in National- 
ities-Unity Indoctrination-Month campaigning shows that 
fully launching diversified forms of activities that are 
pleasing to the masses and effective contributes to forming 
a fine climate for great unity among all nationalities. This 
means that our nationalities-unity indoctrination-month 
activities should have both form and substance. So in 
addition to launching activities, such as all sorts of forums, 
public lectures, speeches, experience-exchange confer- 
ences, knowledge competitions, publication-reporting con- 
tests, singing contests, literary and artistic performances, 
sports competitions, and art exhibits, we should also focus 
closely on the key of economic development, by launching 
ones, such as S&T support for the poor, S&T advisory 
services, and patrols to diagnose and deliver medical care 
and drugs. Such forms of activities will better reinforce 
nationalities unity and unity among all parties. All areas 
and departments should also make plans for taking feasible 
and effective steps to act more realistically in the interests 
of the masses of all nationalities. 


press units must publish special topics and columns, and 


achieved by all areas under the “banner of great unity 
among all nationalities,” the enormous achievements and 
basic experiences of nationalities work, the Xinjiang AR’s 
fine climate of nationalities unity, the principle that eco- 
nomic development would be impossible without a stable 
social and political climate, that adherence to the leader- 
ship of the party is the only basic guarantee for achieving 
equality, prosperity, and strength for all nationalities, and 
the idea that all nationalities must enhance their unity, 
seize opportunities, act together as one, and prosper 
together. 


6. Leading Groups at All Levels Must Pay Great Attention to 
and Enhance Their Leadership of This Nationalities-Unity 
Indoctrination- Month Campaign. The key to the effectiveness 
of our Nationalities-Unity Indoctrination-Month Campaign 
will be the attention paid to it by the leadership at all levels. 
Party committees and governments at all levels must put 
nationalities-unity work on their priority agendas for consci- 
entious study, meticulous planning, and prompt summing up. 
Departments at all levels, such as propaganda, united fronts, 
and nationality committees, must actively and conscien- 
tiously do specific organizational work for our Nationalities- 
Unity Indoctrination Month, with the close cooperation of 
labor, youth, and women’s organizations to arrange good 
indoctrination-month activities for all systems. 
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